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Preface

This book is the work of more than 30 years of researching and writing about a literary pantheon of great American capitalists. Through this work it became clear that many of these great capitalists were defined by crisis. In addition, it became clear that current business law is largely a response to times of crisis in our nation’s history. In forming the list of financial crises explored in this book, I tried to use economic costs as a guide where possible. Many economic crises, such as deindustrialization, free trade, and the collapse of the steel, rubber, and auto industries, left personal scares, some of which have given me more insight than my many degrees. As a businessman, I have an advantage over an economist in writing this book because, in the end, economic disasters are more about people than costs. A businessman has a better perspective on events that start with little economic cost but grow to have a major impact on the nation’s business. The arrival of Japanese cars in 1965, for example, was at the time a nonevent but would change the lives of many Americans in the decades to follow. I hope that taking such a perspective will help future students and reporters assess the economic impact of future events. For example, by studying what happened when Japanese cars arrived in America we might know what to expect when the first shipment of Chinese cars reaches our shores. By reading about other events described in this book, investors might be able to better evaluate the economic effects of hurricanes, material shortages, fuel shortages, and flu epidemics, or insect invasions.

The real challenge in writing this book was selecting the 100 key economic events. First of all, the scope of the events had to be determined: some of them were regional, others were national, but all had national repercussions. Second, the timing of the events was also important. For many events, such as the Mont Pelerin summit after World War II, the impact was not seen for a decade or more. Other events, such as deindustrialization or the collapse of a specific industry, were more of a process than an event. The list changed as research and writing progressed. Initially, selecting 100 specific events seemed too broad, but by the end I felt that choosing only 100 events meant I had to leave out some significant events. My focus was to ensure that the 100 economic events selected all truly belonged. I’m sure that others might have a slightly different list, but this list reflects most of our nation’s economic disasters.
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Introduction

This encyclopedia covers 100 of America’s lowest economic points from 1620 to the present. The selection of these economic problems was not as easy as it might first appear. The arbitrary limit of 100 gives a very broad list covering the economic impact of events not normally studied for their economic impact. The events, whether they originated domestically or internationally, were chosen based on their impact on the American economy. All of these economic and financial low points are American, but they range from large regional problems to national and international bubbles, recession, shortages, embargos, natural disasters, and depressions.

Because of interconnections in today’s economy, local disasters are more likely to have a financial impact on the whole nation. Judging by the huge economic impacts of the terrorist attacks on the World Trade Center in 2001 and Hurricane Katrina in 2005, the San Francisco Earthquake of 1906 would have had much farther-reaching economic effects if it had happened in today’s integrated economy. America has known many natural disasters and hurricanes, but the decision as to which to include as financial disasters depended on whether they had a national effect on the economy. Hurricanes Katrina, Sandy, and Andrew all made the list because of their national impact. The interconnectivity of the international banking field has similarly increased the impact of any crisis on America’s economy. This was seen in such events as the Mexican Pesos Crisis of 1994, the 1997 Asian Crisis, and the Russian Crisis of 1998.

Panics, recessions, depressions, inflation, bubbles, and even environmental disasters make up the majority of these listed crises. They were chosen based on the impact on the gross national product, monetary policy, wages, and price inflation as well as the misery to society, social unrest, or American culture. Some crises, such as the 1981 air traffic controllers’ strike, changed the culture and affected the overall economy. Many of the colonial navigation acts, such as the Stamp Act and the Sugar Act, changed the fundamentals of the American economy and led to political upheaval. Many would argue that energy shortages have led to costly wars. The selection of 100 events has allowed broad inclusion of different impacts; however, because of the difficulty in assessing the total economic impact, no effort has been made to rank them. Rather a chronological listing is used.

Timing and chronology are other characteristics that affected the nature of the list. It is here that we have the advantage of hindsight. Events such as the famous Mont Pelerin Summit of international economists in 1947 would have a major impact but only when viewed from the perspective of history and the passage of time. For other events the overall impact on the economy grew stronger over the long term. The chronology is organized by the actual date an event occurred rather than an arbitrary date of its major economic impact. This allows events to be studied in the context of the historical period in which they occurred and in relation to other economic events of that era. This provides readers with a historical perspective rather than viewing events as isolated occurrences. For example, the economic impact of the energy crises of the 1970s, such as the oil embargo of 1973 and the natural gas shortage of 1977, are more dramatic when they are considered together rather than individually. The chronological approach also shows how events can have long-term effects.

Although the events cover a span of more than 400 years, the root causes are often very similar, so readers will see common themes. Scandals, overspeculation, greed, and misguided government policy are common root causes, but so are “acts of God,” such as the boll weevil destruction of southern cotton crops and Hurricane Katrina. In many ways the housing bubble of the 2000s is similar to the Mississippi bubble of 1720. Overspeculation and greed are still at the root of economic bubbles. Not surprisingly, bubbles are almost always associated with scandals. Just as common are root causes related to overregulation or misguided regulation, such as the natural gas crisis of the 1970s and more recent banking crises—but overregulation was just as common in the colonial days. And still other crises are tied to economic and political systems of the times, such as the plantation system, slavery, and colonial system. Often the economic distress would eventually lead to an overthrow of these systems.

Another striking attribute of this major list is its often international nature. Early on many of these problems flowed from Europe, but by the mid-19th century many were flowing from America to Europe. War, embargoes, and trade issues still make up a large number of economic crises but the list gives preference to those more directly sourced in America.
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Financial Crises



 

1676—Bacon’s Rebellion

Bacon’s Rebellion was the political result of a confluence of economic problems in the Virginia colony. Many believe it was the first sign of the serious economic distress in the English colonies that would fully surface as a cause of the American Revolutionary War 100 years later. Bacon’s Rebellion, which occurred during America and Virginia’s first recession, is an example of how economic conditions can cause a change in government and political instability. It is probably the first example of what became the great American tradition of “voting your pocketbook.”

In 1676, the English colony of Virginia was experiencing its first major economic downturn after years of growth and prosperity. Tobacco had been the main agricultural product of this rich colony, but in the 1670s, the colony of Maryland had begun growing tobacco as well. The Carolinas were also increasing their tobacco production. As a result, tobacco prices were declining.

The governor of the Virginia colony, Sir William Berkeley, and his administrators got the money to run the colony from taxing the colony’s planters and participating in the very profitable fur trade with the Indians. With tobacco prices declining, the colony’s tax revenues declined as well. The governor decided to replace the loss of tobacco tax receipts by increasing the tax rates on planters. Virginia at this time was largely made up of wealthy tobacco planters who ran completely self-sufficient plantations. But there was another group of small planters and traders on Virginia’s frontier, including George Washington’s ancestors.

Under the English Navigation Act of 1651, the governor of Virginia had a total monopoly on shipping from the colony. This monopoly benefited the large plantation owners, with their large economies of scale, by providing them with a secure market for their products. At this same time, increased demand for manufactured British goods in the colonies had inflated the prices of manufactured goods. Even the Virginia weather of 1675—a summer drought and a hurricane—had exacerbated economic problems for the colony.

The small Virginia planters were severely hurt by the decrease in tobacco prices, the increase in tobacco taxes, and the higher cost of manufactured goods. Small planters also faced other cost disadvantages because they had to use an agent for shipping and had to pay a tax on the transfer of the tobacco to that shipping agent. The very large planters, such as the Lees and Carters of Virginia, were more insulated from tobacco price swings and the price of imported goods. Several of these large planters also benefited from a share in Governor Berkeley’s lucrative fur trade.

Berkeley had also started a trade in deerskins so he could sell the leather in Europe; this also hurt the small planters and traders on Virginia’s frontier. Deer were abundant on the frontier and offered another source of income for these poor Virginians, but Berkeley also set high taxes on this trade and controlled it through his shipping monopoly. Berkeley also tried to diversify the economy, testing silkworms on his and other plantations and expanding hemp production, but the Virginia economy remained largely tobacco based.

The governor and larger plantation owners had begun to use black slaves as a means to reduce their production costs. Small planters generally employed poor white laborers and white indentured servants. These workers opposed the growing use of slaves on plantations, seeing them as competitors who were taking their work. White workers had been attracted from England with wages four times the rate in England. Planters paid for the transportation of these workers from England. In return, the workers indentured themselves to the planters until the debt was repaid. These “indentured servants” usually worked four to seven years before gaining their freedom. Once these white indentured servants paid off their debt, they could remain on the plantation earning a good wage or could become small farmers.

All of these factors led to tensions between the governor and the large planters on one side and the small planters, independent farmers, and white workers on the other side. The increasing costs of production, higher taxes, and lower tobacco prices hurt the small farmers. The competition from slaves hurt the white workers’ prospects and their hopes of paying off their indenture debt. The small planters and independent farmers also desired access to more land on the Virginia frontier because tobacco depleted the soil quickly. The large plantations, meanwhile, had access to fresh tobacco land in the Virginia heartland. As frontier farmers cleared new land for new tobacco fields, they provoked conflicts with the Indians who lived near them on the Virginia frontier.

Fights with the Indians over land had been common for decades. The governor, with his interest in the fur trade, was reluctant to fight the Indians who often traded furs with settlers and buyers on the frontier. Berkeley had built forts and sent troops in response to complaints from whites on the frontier, but to pay for these forts and troops, he taxed the frontier planters more, particularly after the decline in the tobacco market.

Berkeley governed with a state council of 12 handpicked wealthy planters that made up the upper house. The lower house of burgesses comprised elected planters. The governor convened the council or house at his discretion and determined when elections to the house of burgesses took place. Berkeley had not called for elections for the decade before Bacon’s Rebellion because those in power were favorable to him. Without elections as a pressure-release valve, Virginia’s economic problems led to political rebellion.

Nathaniel Bacon, a large planter, a member of the state council, and the governor’s relative by marriage, organized a revolt. Still, Bacon’s roots were with the small planters. He put together an army of poor whites, slaves, and small planters to challenge Berkeley’s government. They issued a Declaration of the People of Virginia (1676) highlighting the issues of unjust taxes, Berkeley’s monopoly of the fur trade, and lack of protection against the Indians.

[image: Skrabec]

Frustrated by the colonial government’s moderate stance in the face of Indian raids on settlers, Nathaniel Bacon leads Virginians in an attack on Native Americans in 1676. Known as Bacon’s Rebellion, the civil revolt was the first serious test of British authority in the New World. (Library of Congress)

Bacon’s army took the capital of Jamestown and the seat of government, holding it for months. Berkeley asked the English king Charles II to send 1,000 troops and used them to defeat the rebels after Bacon died of natural causes during the war. Berkeley refused to pardon any of the rebels—they had burned Jamestown before abandoning it— and made no changes in his policy of high taxes. He was eventually relieved of his governorship by the king because of his harsh treatment of the rebels. Berkeley died before he could justify his actions in person before King Charles.

A similar rebellion (Culpeper’s Rebellion) occurred a year later in North Carolina over tobacco taxes for small tobacco growers. Ultimately, the Virginia economy improved as tobacco and fur prices rebounded, but the problem of high taxes and uneven representation in Virginia’s government remained until the American Revolution. Poor white servants, white laborers, and independent farmers were replaced by black slaves on most plantations. Bacon’s Rebellion remains an example of a local economic crisis caused by global competition, a transformation in the labor market (poor laborers to slaves), market realignments from price declines of an economy’s major crop, and import inflation in the price of manufactured goods.

See also: 1794—Whiskey Tax Rebellion

See Primary Documents: 1676—Bacon’s Declaration in the Name of the People

Further Reading
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1703—Tobacco Depression

The great tobacco depression of the early 1700s was a result of overdependence on tobacco as the main cash crop in the British colonies of Virginia, Maryland, and the Carolinas. The period was probably America’s first depression as trade and commerce declined. Prices of tobacco dropped below the sum of production costs, shipping costs, and taxes. The drop in prices was a result of overproduction in previous years, the British monopoly on trade via the Navigation Acts, and the War of the Spanish Succession.

The large planters, who shipped massive quantities of tobacco, often in hogshead barrels directly to warehouses and auction houses in Scotland, were able to make a nominal profit during these years. This depression, however, would finally drive small farmers and non-slave labor out of the tobacco business and push large growers to the slave system in an attempt to reduce costs. The widespread loss of planter income filtered down, ruining the businesses of town merchants. One positive result of the tobacco depression was the growth of colonial manufacturing, as planters responded to high import prices by creating their own manufactured goods on-site.

Virginia, Maryland, and the Carolinas had experienced an economic boom from the 1600s to 1703 as Europe acquired a taste for smoking tobacco. After Bacon’s Rebellion (1676), the tobacco industry in these colonies became a controlled monopoly with the king and the colonial governors setting taxes on production and controlling shipping rates, thereby raising costs for growers. In addition, speculators had encouraged overproduction of tobacco in the American colonies to meet an expected increase in demand for tobacco in Europe due to the coming war in Europe. The war that came, known as the War of the Spanish Succession (or Queen Anne’s War in the colonies), was a war between France and the anti-French alliance of England, Austria, Holland, and Prussia.

Tobacco demand did not meet expectations, however, and prices fell. Prices in the fur trade in the colonies also fell because of overproduction. The downturn in these commodities brought shipping on America’s East Coast to a standstill. The War of the Spanish Succession had also disrupted shipping, creating high prices and shortages of manufactured goods. Planters were often forced to ship their commodities below the cost of production because they needed to acquire goods from England in exchange.

In response, the larger planters in the colonies began to manufacture more goods on their plantations. Plantations became tobacco factories, and coopers and blacksmiths were trained to make barrels for shipping tobacco. Plantations produced nails as iron became available from colonial furnaces, and bricks were made on-site. Food was grown to support plantation communities of more than 200 people.

Plantation owners found that they could only profit with large shipments of low-cost tobacco. One way to reduce the cost of tobacco was to reduce the costs of production, and that meant turning to slave labor. At the beginning of the tobacco depression, there were only 6,000 slaves in Virginia; by 1730 that number reached 28,500 as planters. Larger plantations required as many as 200 slaves to operate. The large plantations could buffer themselves from price fluctuation because they could afford to hold their product off the market when prices were low. They also achieved a degree of independence when they began manufacturing their own hard goods locally.

Although larger plantations were able to adapt with their new factory system and slave labor, smaller planters were devastated. These smaller planters had high debt, and the depression caused numerous bankruptcies. The depression ended the small planter, tenant farmer, and white farm labor systems in the British colonies.

The tobacco depression did not lead to more crop diversification but to a diversification into manufacturing. Plantations started to manufacture cloth and shoes. Hard cider was produced in tough times to replace imported rum and wine. Many planters, including Governor William Berkeley, even looked to producing iron and invested in early ironworks. They believed freedom from English goods would allow the planters to demand a higher price for their tobacco. Some southern colonies even began to grow rice as a cash crop. The New England colonies, while affected by the shipping decline, still maintained an active trade in salted fish.

The southern planters also looked to other unexpected means of reducing labor costs. Some Maryland planters experimented with the slavery “task” system in which the slaves worked a daily quota on the plantation but were given their own land to farm to feed their families. Slaves were even allowed to own a musket to hunt food. The task system allowed the planter to reduce the costs of caring for and feeding his slaves. Clearly, the tobacco depression brought not only lower commodity prices but also major changes to the colonial plantation system in America.

See also: 1676—Bacon’s Rebellion; 1820s—Cotton Recession; 1910—Rubber Shortage and Price Explosion; 1922—Peanut Import Crisis

Further Reading

Asimov, Isaac. The Shaping of North America: From Earliest Times to 1763. Boston: Houghton Mifflin, 1973.

Breen, T. H. Tobacco Culture: The Mentality of the Great Tidewater Planters on the Eve of Revolution. Princeton, NJ: Princeton University Press, 1985.

1719—Mississippi Bubble

The Mississippi Bubble was the first European financial bubble to reach the shores of America. This bubble was caused when the central bank of France overinflated French currency by issuing paper money and government-backed bonds to fund a speculative trading company created by John Law, a Scottish economist, to help the French government cover its national debt. High expectations about the potential value of beaver skins and precious metals in France’s New World colonies underlay the scheme, which ultimately led speculators from all social classes to lose vast sums.

The roots of the Mississippi Bubble went back to the financial collapse of the French treasury in 1715. Years of paying for wars with Great Britain in Europe and in America had bankrupted France. Participation in the War of the Spanish Succession (1701–1714) had not only strained the French treasury but had also slowed income from the French colonial fur trade. War debt had left France deprived of gold and silver, the basis of most national currencies at this time, which limited any growth in the French economy. France’s debt had overwhelmed it, forcing it to default on most of its bonds and to cut back its interest payments to its creditors.

John Law, a Scottish economist and monetary expert, was brought in to help. Beginning in 1716, Law established a bank that ultimately became the French national bank (Banque Royale). Under Law’s guidance, the Banque Royale, in a novel move for this age, issued paper money that was only backed by gold and silver. This ingenious creation of paper money increased monetary liquidity in the French economy and brought brief economic stability. However, France still did not possess enough gold and silver to fully back, or pay for, the paper money the Banque Royale had put into circulation.

[image: Skrabec]

John Law. (Francois Pierre Guillaume Guizot, A Popular History of France from the Earliest Times, 1878)

Law had seen that Spain’s success in gold mining in South America had helped Spain’s economy by putting more Spanish gold into circulation. Law hoped that the shareholder trading company he created, the Mississippi Company, would find gold or silver in France’s Louisiana colonies and would be able to exploit the French fur trade. Based on the potential of finding this New World gold and silver, Law convinced the Banque Royal to print paper currency well beyond any physical amount of precious metal in the French treasury. They thus created currency by fiat, based on speculation, on the hope that precious metals would be discovered.

Another part of Law’s plan was his scheme to merge the Banque Royale and the Mississippi Company. The French government backed the company’s bonds and promised a high return to investors. High expectations and wild speculation drew in investors from all social classes. Shares in the Mississippi Company rallied from 500 livres per share to 10,000 livres per share in 1718 and to more than 20,000 livres per share in 1719. This created Europe’s first major investment bubble.

Meanwhile, Law expanded the Mississippi Company’s operations by sending colonists and supplies to search for mining opportunities, hoping to duplicate Spain’s success in finding gold and silver. The company expanded settlements in Mississippi and other parts of the Louisiana colony. Furthermore, Law’s company was granted a full monopoly on the French tobacco, fur, and slave trade. Law also took over tax collections on trade in French America with the idea of backing French debt with company bonds and stock.

Finding settlers for swampy Louisiana was a tough sell, though, and Law had to advertise all over Europe. He was able to induce many poor Germans to join the venture, and he used French convicts to establish a foothold of settlements around New Orleans and the Mississippi. France’s initial success with the Mississippi Company scheme led Great Britain to copy it with its own South Sea Company, which would create a historic bubble in Britain as well.

The rapid rise of prices in Mississippi Company stock and the uncontrolled printing of paper currency created a huge, inflationary, bubble-driven speculative mania. It is believed that the first use of the term “millionaire” came into being to refer to the Mississippi Company stockholders. In 1720, investors wanted to take their profits in the company in gold, but the French government did not have enough gold to cover the payments, so the Banque Royale imposed a limit on the amount of paper currency that could be converted back into gold.

Slowly, word got out among investors that there was a problem. Law’s next response was to lower the price of Mississippi Company shares and to stop gold payments. Panic hit, and the company’s shares traded down to less than 500 livres, devastating investors and causing the loss of many fortunes. As a result, an economic crash occurred in France in 1720. France’s trade in its American colonies was destroyed. Law came to be viewed as a scam artist and was exiled from France.

John Law died in poverty, unheralded, even though many see him as the world’s first practitioner of the monetarist school of economics. The Mississippi Bubble also had a devastating effect on French-American colonists. Supplies stopped flowing to Louisiana, and many of the company’s colonists died of starvation. Some of the Germans migrated to the English colonies for better land after it became apparent no relief was coming from France. A few colonists built settlements on high ground between the Mississippi River and Lake Pontchartrain and survived by fishing. It took decades, but this small colony developed into a trade center that we now know as New Orleans. In Great Britain, where a similar scheme evolved, Parliament passed the Bubble Act of 1720, which put tight restrictions on paper money in Britain and its colonies to prevent the reoccurrence of another Mississippi Bubble.

See also: 1772—Credit Crisis; 1792—Panic; 1796–1797—Panic; 1825—British Panic and Its American Impact; 1837—Panic and Six-year Depression; 1857—Panic; 1890—British Panic; 1901—Rich Man’s Panic; 1986—Savings and Loan Crisis; 2000—Dot.Com Bubble; 2012—European Sovereign Debt Crisis: U.S. Exports and Banking Impacts
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1733—Molasses Act

Britain had a large stake in molasses from its slave-worked plantations in the West Indies. Sugar cane was grown in large quantities on the islands of Barbados, Jamaica, and Antigua in the Caribbean West Indies. On these plantations, sugar cane was harvested and distilled into thick, syrupy molasses and sugar crystals. The sugar crystals were shipped to Great Britain directly while molasses went to New England for rum making. The non-British West Indies sent molasses to New England as part of what became known as the triangular trade, which Britain did not control. One common triangle involved picking up slaves in Africa, selling those slaves in the West Indies for molasses, shipping molasses to New England, and then taking rum produced in those colonies back to Africa to barter for more slaves. There the triangular trade would begin again. A great deal of this trade was barter, but the West Indies was also a source of currency in Spanish dollars for New England. New England ships also made up a growing part of the triangular fleet.

Rum was a huge industry in colonial America, with local demand requiring four gallons per year for every man, woman, and child. Distillers in Boston alone were making more than a million gallons a year by 1733. Rum was the standard alcoholic beverage throughout the colonies, and was even critical to the fur trade with the Indians. The molasses trade was an integral part of the triangular barter trade system between Africa, the colonies, and the islands of the West Indies. In this respect, the growth of the molasses trade was instrumental in the rise of colonial shipbuilding, fishing, whaling, and the slave trade. Molasses had become the main commodity bartered by traders in the West Indies for New England salted fish—another major colonial industry.

In the early 1600s, rum was made where molasses was made, in the British West Indies. The price of rum remained high because the British held a monopoly on the trade. In response, the Yankee traders of New England developed a major rum industry by purchasing better-quality and cheaper molasses from non-British sources to be distilled in New England. The British West Indies and New England were not well-matched trading partners, however; New England wasn’t interested in buying the more expensive British molasses, and the West Indies did not need the lumber or fish New England produced.

The French West Indies, on the other hand, were prevented from shipping rum or molasses to France because of French laws to protect the country’s brandy industry. This gave the French West Indies an incentive to barter and trade with the New England colonies, and they worked out a deal to exchange their molasses for New England fish. This arrangement ultimately cut the price of rum produced in New England to one third that of rum produced in the British West Indies.

The loss of their New England market for molasses put the British West Indies into an economic depression. At the time, sugar from the West Indies was one of the major imports into England. Plantation owners in the British West Indies pressured the British Parliament to regulate the molasses trade with Britain’s American colonies to help these owners recapture their previous advantage.

In acting to help these plantation owners, Parliament underestimated the importance of the molasses trade to New England and overestimated its ability to regulate colonial trade. The Molasses Act of 1733 imposed a heavy tax on molasses (the major sweetener of the colonies), sugar, and rum imported into Britain’s American colonies from non-British sources. The act affected some 40 distillers in New England as well as all of the North American colonies.

The passage of this Molasses Act caused a panic in New England because trade with the islands of the West Indies was critical to the whole colonial economy. The act’s tax on molasses caused a major reduction in molasses supply and a price increase. The price of rum rose as a result. The amount of currency in circulation declined because of the reduction in trade with the Caribbean islands that were not British, and even local merchants in New England felt the pain from lost business.

Because of the economic threat, New England traders soon found ways to avoid the tax. New Englanders were seasoned world traders on a par with traders in European nations. Early on, smuggling and smuggling routes for molasses and rum developed as a growing network to evade the tax, but the prices continued to increase. Piracy increased with the illegal networks as smugglers worked outside the protection of the British navy. Another technique used to evade the molasses tax was to have ships carrying molasses from the Caribbean rendezvous with another smaller ship to offload the molasses at sea. The routes were changed to avoid government tax collectors at various ports.

Bribery was also was very common because of the heavy tax of six cents a gallon. The tax collector could be bribed a penny a gallon to turn his head to not see the illegal imports, saving the trader five cents a gallon in tax. Even colonial governors did not enforce the Molasses Act to the fullest extent, understanding the importance of this trade for the overall health of the colonial economy. Britain had also underestimated the negative impact of the act on the traders of other colonies such as Rhode Island and South Carolina, who were sometimes part of triangular trade. After a few years, the tax avoidance network became well established.

The Molasses Act was really part of a series of Navigation Acts to limit colonial production. The first of several British acts to discourage colonial manufacture and support British mercantilism was the Hat Act of 1732, which was a reaction to the production of more than 10,000 hats in New England in 1731. The Hat Act limited the number of colonial apprentices and prohibited the exportation of hats. The Molasses and Hat acts were an effort by Britain to destroy the booming manufacturing community in New England. Had the Molasses Act tax been fully implemented, it would have shut down the New England rum industry, destroyed the highly profitable triangular trade of the colonies, and been a major inflationary factor on staple goods for the colonies. The crisis caused by the Molasses Act was the first to demonstrate the interrelationships among mercantile trade systems.

The Molasses Act created a major economic crisis for the British colonies of North America. It cut off the New England rum industry’s best source of molasses by a tax on non-British sources. It was not designed to be a revenue act but one aimed at the control of colonial trade. Britain operated under the economic philosophy of mercantilism, which assumed that the primary function of colonies was to supply natural resources for the mother country’s factories.

Ultimately, the Molasses Act backfired on Britain. It impeded instead of promoting its goal of controlling trade from its colonies. Instead, the colonies developed a non-British network to move all colonial trade goods. Increasingly this included flour, grain, horses, and livestock as well as molasses. In the long term, it also produced an economic loss for New England, as competition returned in the form of British rum production. The act forced the British West Indies to produce their own rum with their own molasses, because American markets rejected their higher-priced molasses. British slave traders were also hurt indirectly as the direct trade routes from the American colonies to Africa were strengthened.

See also: 1750—Iron Act; 1764–1765—Sugar Act, Currency Act, and Stamp Act Boycotts; 1807—Economic Embargo and Depression
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1749—Colonial Hyperinflation and Currency Deflation

The American colonial financial crisis of the late 1740s was the confluence of a number of growing currency problems throughout the British colonies, exacerbated by war and trade issues. Periods of hyperinflation, shortages of specie, the uneven quality of colonial paper currencies, the costs of wars with France, and trade issues with Britain all contributed to the colonial crisis.

Hyperinflation was particularly problematic in the colonies of Massachusetts, Rhode Island, Connecticut, and New Hampshire. During the 1740s, the annual inflation rate was above 19 percent. (By comparison, during the period of high inflation in the United States in the 1970s, it never rose above 13.3 percent.) Inflation increased the price of basic commodities, such as molasses, by 60 percent from 1745 to 1749. Extreme increases in the prices of raw goods created a nightmare for British trade, which counted on a supply of cheap colonial raw materials for their manufactured goods. Parliament was pressured to enact the Currency Act of 1751, which prevented the colonies from printing their own paper money. The resulting lack of money in circulation, along with the high cost of goods, ultimately caused riots in the streets of Boston.

Currency problems had plagued the colonies from the start. Great Britain promoted a barter system for goods from its American colonies because it gave an advantage to British manufacturing and the goods were carried in British ships. Colonial exports of skins, ginseng, and tobacco were paid for in English goods such as clothing, pewter, and glass windows. The colonists preferred to receive specie (gold and silver coins) as payment, but coins were in short supply. Unlike Spain, Britain did not have colonial gold and silver mines as a source of the precious metals needed to make additional specie.

The best source of coins for the colonies was from piracy, as British and colonial pirates and adventurers captured Spanish treasure ships sailing between Spain and its colonies. The most common coin in the British colonies was the Spanish dollar, which could be divided into eight pieces. The activities of such pirates were welcomed by the colonists and were responsible for the wide circulation of the Spanish dollar. More coins in circulation helped improve the terms of trade for colonial merchants and farmers, because a currency-based trade is more efficient than barter.

The king of England had refused to allow the colonies to mint their own coins. During King William’s War (1689–1697), when British colonists first began to pay for their own defense forces, the king had allowed the colonies to pay soldiers in paper money known as “bills of credit.” Slowly, the creation of these bills of credit by fiat outpaced the silver in circulation, which was needed to lend the bills legitimacy. This resulted in inflation throughout the colonial economies from 1710 to 1750. These bills of credit were backed by the colonial governments and had to be accepted for goods; thus, they had the attributes of paper money. Like our paper money today, the bills of credit were not backed by silver or gold. Inflation increased as spending on King George’s War (1744–1748) and on the French and Indian War (1754–1763) put more of this paper money into circulation and created demand for more goods.

The tight trade links between British merchants and the colonies exacerbated colonial inflation. English merchants had begun accepting these bills of credit as payment for the goods they shipped to the colonies. As the value of the bills began depreciating because of inflation in the colonies, British merchants began to charge more for their goods in compensation. A spiral of inflation began.

The currency crisis created local economic turmoil and recession as well as inflation. In the 1740s, the rate of inflation was in the double digits, creating street riots. American traders were at odds with British merchants as their barter system broke down. Another problem arose because the New England colonies could not collect taxes from farmers and merchants who were not making any money. Small farmers found themselves in deep debt to merchants in Boston, who made the currency shortage in the colonies—and thus the recession—worse by shipping much-needed colonial coins to Great Britain in return for goods.

The colony tried another form of bills of credit backed by land, known as the Land Bank. In effect, the Land Bank would create more paper money and allow more money in circulation. The idea was extremely popular with the colonists. The governor and the king did not like the idea of the Land Bank, however, judging it would further increase inflation and allow colonists to escape full payment for goods. The Land Bank idea went forward because it was popular in elections but ultimately failed. The father of Samuel Adams, one of America’s founding fathers, was one of those who went bankrupt when the Land Bank failed.

The combination of the economic downturn and inflation made life miserable in the colonies. Shortages of silver required customers to supply their own old silver if they wished new silver implements made. The shortage of currency prevented landholders from paying taxes, which in turn often resulted in their property being seized. Merchants could not sell their goods because their buyers lacked currency.

In Massachusetts, political pressure mounted for reform as tax revenues dropped, trade tightened for lack of money, and street protests continued. Massachusetts began currency reforms in 1750, which offered a way out of the crisis, but the other colonies refused to join it. Massachusetts worked with Great Britain to retire bills of credit through the payment of specie to the colony. Colonists had four months to turn in the bills, after which they became worthless. No future paper money would be allowed. Shortfalls would be covered by additional taxes. Massachusetts also banned the use of paper money from other colonies. The state could still issue bills backed by specie but retained an exception in case of a major war.

The immediate effect was a shortage of currency, which made things worse in the colony for a brief period. But Massachusetts issued a new type of paper currency called a Treasury Note, which was redeemable in specie and earned interest while it was held. Although Massachusetts had not planned for these treasury bills to circulate, they did and became a type of currency. The backing of these bills with specie restored confidence in the colony’s currency. The Massachusetts reform proved highly successful as prices fell and inflation declined. By the 1740s, the Boston Land Bank had circulated these new land-backed notes at an alarming rate, and Parliament used the old Bubble Act of 1720 to restrict the practice. Finally, Parliament moved to further restrict paper money in 1751.

Britain passed the Currency Act of 1751 to impose the Massachusetts reform on Rhode Island, New Hampshire, and Connecticut. More wealthy colonists and some farmers who owned bills of credit from the Land Bank were bankrupted. New England once again suffered a mild recession. The Currency Act did not apply to the middle and southern colonies, which at the time had a stable currency. Unfortunately New York, Pennsylvania, and Delaware continued to print bills to finance the French and Indian War. Eventually, all the colonies would be covered under the Currency Act of 1764. Virginia remained a special case because of its direct tobacco trade with Great Britain. Virginia’s high currency demands during the French and Indian War allowed it to continue issuing paper bills.

Economists still use the hyperinflation in colonial Massachusetts as a case study for understanding modern-day inflation. It is striking that this colonial inflation was far more problematic than even America’s experience with high inflation in the 1970s. The currency reforms that arose in Massachusetts and that Britain imposed on the colonies helped to return some stability to colonial economies. The failure of individual currencies from each colony would ultimately lead to the use of a common currency, under a common government.

See also: 1719—Mississippi Bubble; 1837—Panic and Six-Year Depression; 1890–British Panic; 1896—Gold Crisis; 1974—Double-Digit Inflation
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1750—Iron Act

Iron had determined the world’s economic and military powers for centuries. In biblical times the Philistines forbade the Israelites from making or working iron, and other countries followed in trying to limit nations from producing or obtaining this strategic metal. In the 18th century, iron had increased in importance, as it was the metal of cannon makers and toolmakers. American ironworks dated back to 1621 in Virginia and grew steadily from smelting pig iron to processing pig iron into iron and steel implements.

Pig iron was made by smelting iron ore in a charcoal furnace. Pig iron is cast iron, and although strong, it is brittle. By reheating and hammering pig iron in a forge it can be made into wrought iron bar and steel that could be used in tools, guns, tinplate utensils, and agricultural implements. By 1750, the American colonies were exporting iron products; in particular, iron bar went to the West Indies and Africa as part of the triangular trade. In 1750, America was the third biggest exporter of bar iron after Russia. The production of iron bar was the beginning of American industry in general.

John Winthrop had come to Massachusetts to establish iron making in the colonies. In 1651, he teamed up with English and colonial investors to build Saugus Iron Works, which had a furnace, rolling mills, forges, and slitting mills. It was a state-of-the-art operation comparable to world-class iron operations. Winthrop’s success led to his building two more iron operations in Connecticut in 1670. Short on labor, Winthrop obtained Scottish prisoners from Cromwell’s England to man the operations.

In 1732, in response to the tobacco depression, Governor Alexander Spotswood of Virginia moved to build an iron works as well. Spotswood’s furnace and forge was manned by 70 Germans and 100 slaves. Another successful operation, Cornwall Furnace in eastern Pennsylvania, was producing 50 tons a week in 1750. In central Pennsylvania and Maryland, iron plantations emerged that employed 200 workers plus slaves to process iron. By 1750, Iron had become central to America; the colonies had many charcoal furnaces in operation and many foreign investors. Even Virginia plantation owners, who were self-sufficient in most needs, purchased processed American iron bar for blacksmiths to make such things as horseshoes.

Initially, Britain did not oppose American iron making for fear of her colonies arming for war but because it feared the loss of pig iron processing back in Britain. Exported processed iron and steel tools were a big business for the forges and iron mills of Great Britain. The Iron Act of 1750 was aimed at forcing the American colonies to ship all pig iron processing to Britain so that it could be shipped back to the colonies as tools and implements. Great Britain was also short on pig iron at home because iron processing required huge amounts of wood to make charcoal for the smelting process, and Britain had been deforested by its own iron production.

In addition, Great Britain’s main source of imported pig iron, Sweden, had joined an alliance against Britain. Without pig iron imports from the colonies, British manufacturers would no longer be able to forge tools in Britain. Britain also wanted to stop the colonies from moving into more manufacturing trades like gunsmithing. The act hit the iron-working colonies of Massachusetts, Connecticut, Pennsylvania, Maryland, and Virginia particularly hard. All the colonies suffered, however, as the price of critical iron and steel increased dramatically.

The Iron Act of 1750 prohibited any new nail mills, slitting mills, and forges from being built in the colonies. Existing furnaces were to ship their pig iron product to Great Britain. Governors were to list and report all colonial operations in detail. One problem, of course, was that many of the governors had invested in the iron industry, seeing it as fundamental to the colonial economy. Other prominent people in the iron business included George Washington’s father and brother and many of the signers of the Declaration of Independence.

The Iron Act loomed as a potential crisis to shut down colonial industrial growth, though initially the downturn created by the act was short-lived as colonists found ways to avoid enforcement. Iron bar had become a key part of barter trade with non-British colonies. Just as important was the economic boom the iron industry was creating. Tool making—hatchets, axes, guns, and plows—was aiding western expansion and reducing plantation costs in the southern states. Connecticut iron, for example, was famous in the making of American rifles, and gunsmiths and all the colonies depended on its continued production.

The threat to colonial growth from the enforcement of the Iron Act encouraged many governors to ignore the act and to give undercounts of colonial furnaces and forges to the king. Owners and investors moved their pig iron operations further into the interior to avoid government agents. At the ports, bar iron was smuggled to non-British destinations. Ultimately, the conflict over the Iron Act of 1750 was overwhelmed by international events. The British force of 1753 raised to attack the French colonies in America took priority by mid-decade, when the colonies were required to financially back the war. It proved difficult for the British to enforce the Iron Act, which could have done great harm to the colonial economy at the very time they sought colonial funds to support the war against the French. The British government made some minor amendments to the act in 1757, and the act actually stayed on the books until 1867.

See also: 1703—Tobacco Depression; 1733—Molasses Act; 1764–1765—Sugar Act, Currency Act, and Stamp Act Boycotts; 1807—Economic Embargo and Depression
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1762—Colonial Recession

The recession of 1762 was the first truly American recession affecting all the colonies. It was a classic type of recession, created by war and inflation, and one that would be repeated throughout the centuries. This economic crisis was caused by the clash of two empires over the assets of the New World.

By the middle of the 18th century, Great Britain was in control of the coastal colonies of America, and France controlled Canada and the western territories of the Mississippi Valley; the Ohio territory was claimed by both countries. The real crisis was over who would control the fur trade and the rich bottomland of the Ohio Valley. The governor of Virginia formed the Ohio Company, headed by a young colonel, George Washington, to explore and lay claim to land in the Ohio Valley. A small, deadly encounter between Washington and his troops and a French force in the Ohio territory would launch a world war in 1753. The resulting Seven Years’ War was fought in America and Europe. The war debt acquired by the colonies and Brittan was staggering. Massachusetts alone ended up owing over £500,000, which represented five times the annual revenues of the colony.

This war drained colonial and British treasuries. To continue to pay for the war, colonial governments created an excess of paper money that was not backed by gold or silver. This fiat currency, paper money printed without being backed by physical commodities that have a value, ended up creating war inflation as too much paper money drove up the price of the goods available for purchase. Inflation during the war was at its highest in commercial Massachusetts, which sold treasury bonds that paid 6 percent interest to raise money to finance the war. Prices for New England commodities, such as molasses, rum, and fish, increased 44 percent from 1755 to 1762. The war would be one of the world’s most costly for a century.

The war initially created an economic boom in the colonies. The colonists generally profited from the war by selling their wares for higher and higher prices, while the colonial governments sunk into deep debt. But the colonial governments’ use of unbacked paper money and deficit spending created an inflationary spiral while the war spending continued. The end of the war in 1762 brought a contraction in the colonial economy. War spending stopped, and the paper money in circulation began to depreciate. In addition, Great Britain wanted the colonies to pay more for the costs of the war. To accomplish this, Britain imposed more taxes and enforced the earlier Navigation Acts, such as the Molasses Act, more severely. Great Britain’s quest to pay off its war debt by taxing the colonies would become the economic background for the Revolutionary War.

The British colonies themselves imposed heavy real estate taxes to help pay their debt to the king. North Carolina added a liquor tax as well. Several colonies issued paper money and notes, and others used deficit spending by supplying IOUs to Great Britain. Virginia was originally the only colony that refused to increase taxation to pay for the war, preferring to use deficit spending. However, deeply indebted to Great Britain after the war, Virginia levied additional taxes on tobacco planters to pay its share of war debts, creating a depression in which many planters were left bankrupt.

Some Virginia planters, such as George Washington, switched to wheat production, which was free of British rules and fees. However, the demand for grain decreased at the end of the war. In addition, by the end of 1762, there was a major drought in the colonies, which required them to import expensive grain from Europe. The story was similar for South Carolina and its rice planters. And because both of these colonies were dependent on Great Britain to finance their plantations, planters experienced a credit crisis. Great Britain was not anxious to make loans to colonies that could not repay their previous debts. Not surprisingly, these Virginia and South Carolina planters would be supporters of the decision to break away from Great Britain a decade later.

The recession of the 1760s lasted most of the decade. Possibly the worst hit was Massachusetts. Having issued treasury bills redeemable in coin and paying 6 percent interest, the colony had heavy war debts to repay. The payments had to be made in coin—actual gold or silver—which increased the burden on the colonial government. After the war, Massachusetts imposed huge taxes on the population. Real estate taxes in Boston were raised to more than 60 percent.

Britain would soon launch a number of new governmental acts, imposing new taxes on the colonies to pay for the war just as the colonies were in the middle of this deep recession. The combination of high taxes and economic recession made this postwar period very painful for New England traders, craftsmen, and shop owners as well as the planters of the southern colonies. This colonial middle class would never fully recover and would be part of the movement supporting independence in 1776.

See also: 1733—Molasses Act; 1749—Colonial Hyperinflation and Currency Deflation; 1914—Crisis
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1764–1765—Sugar Act, Currency Act, and Stamp Act Boycotts

By the early 1760s, all the British colonies in America were experiencing a postwar recession. The depression was affecting the full spectrum of industries and colonists. Most historians think that, by 1764, it had become America’s first depression. Great Britain too was struggling with massive debts from the French and Indian War and believed the colonies should pay more of its war debts. To reduce British war debt, Parliament passed a series of acts—the Sugar Act, the Stamp Act, and the Townsend Act—placing new duties and regulations on Britain’s American colonies.

Great Britain also strengthened its restriction on the printing of paper currency in the colonies with the Currency Act of 1764, at a time when the colonies had low reserves of gold and silver. The colonies had used their reserves to pay their bills from the French and Indian War. Tight money—from currency restrictions and a shortage of specie—and new taxes from Parliament restricted the colonies’ means of expanding the economy. These British taxes and restrictions created a major economic crisis in the colonies that moved from recession to depression. Many believe this depression was the root of the American Revolution.

The Sugar Act of 1764 is better described by its name—the American Revenue Act. The act placed import duties on sugar, wine, coffee, indigo, and textiles brought into the colonies. It also required stricter enforcement of the Molasses Act of 1733. New regulations required merchants to submit customs forms. Interestingly, the act actually cut the tax rate on molasses in half in hope of better compliance. However, the rum distilleries of New England had become adept at avoiding the taxes on rum for 30 years.

Merchants in all the colonies protested the Sugar Act and its taxes on imports the most. Boston merchants even sent a letter of protest to Parliament. The tight money and the influx of cheaper British pewter and metal tableware destroyed the business of craftsmen such as Paul Revere. Merchants and craftsmen were also hurt by the Currency Act, which restricted colonial paper money, causing currency shortages. The return to a currency backed by gold and silver in effect stopped the making of silverware by American craftsmen, except where the customer supplied his own silver to be melted down.

The Stamp Act of 1765 proved to be even more politically explosive during these colonial hard times because it directly taxed goods moving within the colonies. In 1765, many prominent Boston merchants, such as Nathaniel Wheelwright, went bankrupt. The Stamp Act imposed a tax on printed materials, including legal papers, deeds, newspapers, and playing cards. This time people took to the streets in reaction to the new act, and riots occurred in all the colonies. The lieutenant governor’s mansion was burned in New England. The discontent caused by the Stamp Act gave rise to the Sons of Liberty patriotic group. Local craftsmen moved to manufacture household goods themselves instead of buying British imports. Merchants and groups like the Sons of Liberty started local boycotts of British goods. As during any depression, the unemployed and the poor joined in the political movement out of frustration.

The Stamp Act solidified colonial governments against British taxation. Patrick Henry led the Virginia effort, Sam Adams led the New England effort, and Ben Franklin led the Pennsylvania effort. The colonies moved toward a unified front, calling a meeting of colonial representatives in New York. Representatives signed the Nonimportation Agreement to boycott British goods. Colonists enthusiastically joined the boycott and British merchants were soon feeling the pain.

The British Parliament pressed for a compromise. It was clear that the colonies continued to be in a depression, and the urban centers had high unemployment. The Stamp Act was repealed in 1767, though Parliament reaffirmed its right to tax the colonies. Parliamentary repeal of the Stamp Act gave rise to celebrations in the streets of the colonies.

The celebrations were short-lived when the Townshend Act was passed in 1767. This new set of taxes targeted imported goods such as paper, glass, and tea. Tea became a flash point as colonists boycotted it, and a brisk smuggling trade in Dutch tea developed. Tea was the national drink; little coffee was consumed in the colonies at that time. Another unpopular element of the legislation was that the taxes helped pay for royal commissioners to enforce the Townshend Act, which took away the enforcement authority previously held by the colonists. The new customs system, where merchants had to submit customs forms, made it difficult for the colonists to cheat and elude the new taxes. Britain sent two regiments to Boston to keep the peace. Besides the obvious political issues, British soldiers added to the local economic woes by working off-hours for low wages, creating tension with the large number of unemployed. Incidents of British soldiers replacing colonial laborers in the workforce brought the lower classes into the struggle with the motherland.

The colonists boycotted more goods and were again successful. In 1767, New York City imported more than 350,000 pounds of tea. By 1770, after the boycott of imported British tea, fewer than 150 pounds of tea was imported into New York. Parts of the Townshend Act were repealed but were replaced with new parliamentary taxes in the 1770s.

The colonial economy remained stuck in recession, but a new manufacturing sector started to emerge. Lancaster, Pennsylvania, became a crafts and manufacturing center that supplied frontiersmen during the boycotts and high taxes on goods in the 1760s. In 1770, Lancaster had 13 blacksmiths, 22 masons, 15 coopers, 19 tailors, 7 hatters, 6 gunsmiths, 3 clockmakers, 3 silversmiths, more than 50 various craftsmen in woodworking, and hundreds of apprentices associated with them. In addition, the surrounding area had iron furnaces and glassmaking factories as well as weavers and leather craftsmen.

Depressions often result in infrastructure changes in the economy. One positive side of the depression and high taxation in the 1760s was the rise of colonial manufacturing. Before the 1760s, Virginia and South Carolina exported most textiles from Great Britain. After the new taxation laws, southern plantations began to produce their own textiles. Similarly, textile manufacturers were encouraged in New England. Stocking production started in Pennsylvania. New England started to manufacture shoes, which by the end of the decade, they were supplying to the colonies to replace British imports. In addition, South Carolina and other colonies expanded their export trade in rice and indigo. By the end of the decade, colonial exports exceeded the value of imports.

See also: 1733—Molasses Act; 1750—Iron Act
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1772—Credit Crisis

By early 1770, the colonies, led by new manufacturing and trade, were coming out of the depression of the 1760s. Great Britain and Europe, however, were facing their own financial crisis as the new boom in trade created a credit bubble. Scottish and British banks had begun expanding credit starting in 1770. Once again, this was accompanied by overspeculation in trading stock companies. The printing of paper money not backed by gold or silver created a European bubble, which when it burst caused failures of major banks throughout Europe and stock market crashes in London, Amsterdam, and Paris. The key colonial trading company, the East India Company, defaulted in 1772 as well. Britain once again looked to resolve the problem by monopolizing trade with and levying additional taxes on the colonies. Although the banks managed to stabilize the situation, the penalties on America stopped the expansion of the colonial economy. These new taxes and regulations such as the Tea Act would lead to the American Revolutionary War.

The credit crisis of 1772 followed the typical boom-bust cycle that has been common throughout the history of the United States. The period from 1770 to 1772 was one of boom and growth. The repeal of the Townshend Act opened up trade after the trade restrictions and colonial boycotts of the 1760s. In response to the pent-up demand, a flood of British goods was shipped to the colonies between 1770 and 1772. In return, crop failures in Europe also created huge demand for corn and wheat from the colonies. Tobacco also boomed during the period, hitting new highs in shipments. European banks eased credit to support this increase in trade, in particular Scottish banks that wanted to support the growth of Scottish merchants. Scottish merchants had made Glasgow a key trading point for American agricultural products, and the colonists could get cash and credit by trading with these middlemen. Great Britain, in contrast, still preferred to deal in reciprocal trade of tobacco for British goods. However, by 1770, many planters did not need large amounts of imported goods from Great Britain and preferred cash or notes of credit.

The old plantation trade system was breaking down because the value of the tobacco the colonies sold was greater than the value of the reciprocal goods offered in exchange by the British government. Tobacco planters wanted the cash equivalents offered by going directly to British merchants or Scottish agents, bypassing government agents. To support this change, British banks increased credit to European merchants. Paper money issued on the European side increased dramatically by 1772. The Ayr Bank of Scotland was founded in 1769 to liberalize credit with Scottish traders and merchants, and by 1772, it had almost two-thirds of the capital of Scotland. The increased number of paper bills of credit were also shared with, or sold to, London banks. The approach was very similar to the way American banks bundled credits for sale to other banks in the 2009 U.S. credit crisis. Speculation in the bank notes took off from 1770 to 1772.

At the end of 1771, traders and merchants were concerned about a commodity glut. American agents were reporting overstocks of tobacco that had been shipped from the colonies. The bubble burst when a major London bank, the Fordyce Bank, which dealt with the Ayr Bank, collapsed on June 8, 1772. The failure touched off a number of smaller bank closings and a panic in Scottish capital markets. Finally, on June 25, the Ayr Bank also closed, bankrupting many wealthy investors. Bank and personal bankruptcies increased rapidly. In the next six months, the crisis spread to continental Europe and Russia. The credit crisis crossed the sea, hitting plantation trading in Virginia, South Carolina, and the West Indies. The credit crisis took the West Indies plantations to the breaking point and affected the triangular trade with New England traders. The East India Company was also bankrupted but received support from the British government.

In Virginia, tobacco backed up in warehouses as demand and prices dropped. British credit dried up and colonial credit followed. The colonial treasuries were still in debt from the 1760s. Debt due to British merchants soared, and prominent Virginians appealed to Parliament for help. The famous Tidewater plantation owners were forced to take austerity measures unknown before 1772. Other planters moved west to reduce costs. Rice and indigo plantations in South Carolina experienced a similar depression.

The other American colonies were indirectly affected when the European economies failed. The biggest problem for the New England and middle colonies was a new round of British taxation and regulation in the midst of this downturn. Parliament passed the famous Tea Act of 1773. The act’s purpose was to raise revenue by tightening regulation and ownership of trade. The Tea Act actually reduced taxes but increased revenue for Britain by eliminating smuggling and giving the East India Company a monopoly. Giving the East India Company the right to authorize the only merchants that could sell tea eliminated colonial merchants who dealt in smuggled or Dutch tea and the growing class of smugglers and middlemen. In addition, the royal regulators were given new authority to seize goods and ships. These regulators got a third of the taxes and fines, which further motivated them to enforce strict, if not excessive, regulation. Colonial protests included the destruction of tea shipments in actions like the Boston Tea Party and attacks on British soldiers and officials. In North Carolina, a guerrilla militia was formed to attack the king’s commissioners and regulators. Riots occurred, even in conservative New York, as merchants, artisans, and businesses went bankrupt.

Depression and political unrest hit all levels of society in 1773. Violence became commonplace as the British took more police actions. The economic crisis of 1772 had united many different groups, such as New England merchants and artisans with southern plantation owners. It became obvious that the economic arrangements with Britain had chained the colonies and disrupted their economies, and the road to revolution was now clear.

See also: 1719—Mississippi Bubble; 1762—Colonial Recession; 1914—Crisis
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1776—War Financing Crisis

America had been in and out of major wars since the 1740s, but seeking its independence by going to war with Great Britain created special economic problems for the colonies. Because Great Britain was the main holder of colonial debts, war with Britain would relieve some debt problems for the colonies; however, the colonies themselves lacked gold and silver to print their own specie-backed currency. The war would also cause America to lose its main trading partner, Great Britain.

War would require money to purchase key war materials such as gunpowder. As in past conflicts, American factories could be ramped up to manufacture some war materials, but not everyone supported the war. Furthermore, some merchants, traders, manufacturers, and businesses were suspicious of paper money after the inflationary problems of the 1740s, 1750s, and 1760s. They were leery of beginning to produce war material only to be paid with worthless currency.

The American Revolution would be as much a financial crisis as a political conflict, and victory would be as much financial as military. The colonists, however, realized that continued economic ties with Britain provided no better future either. They came to realize that it was time for economic freedom as much as political freedom. Not surprisingly, the northern urban centers and the southern plantation owners were the centers of support for revolution as they had been the most negatively affected by the British mercantilism that had harmed and constricted the colonial economy for decades.

By 1774, the die of war was cast. British soldiers were in the colonies enforcing oppressive regulations and acts of Parliament. The colonists were organizing a boycott, and the British were blockading major ports. The First Continental Congress met in Philadelphia. A major boycott was being planned; but before that, merchants such as Robert Morris of Philadelphia sent many ships filled with flour to Europe to obtain goods and establish credit before the fighting began. Credit had already been tightened in anticipation of a major conflict with Great Britain.

Congress formed the Committee of Safety and filled it with prominent merchants. The committee’s first assignment was to arm 4,500 soldiers. The most critical need was gunpowder, and Robert Morris was given the first government contract. Fulfilling the contract was a high-risk investment of Morris’s ships but the profit would be more than 30 percent, high enough that one shipment could pay for the loss of two or three shipments. American merchants like Morris would find war to be profitable. Morris was able to establish a European trade that had gunpowder, cannon, and arms flowing into America before the Declaration of 1776. Congress started to print continental dollars and to let contracts for war materiel. The public lacked confidence in paper money, but there was little silver or gold available for Congress to use in the fight.

In late 1775, Robert Morris was a key member of many congressional committees and had procurement responsibilities for the Congress. Many in Congress were upset with the profit margins of the merchants, but these profits brought victory by giving merchants the incentive to risk their money and property against the British navy. British blockades began in 1776 as the war officially started. Benjamin Franklin was able to get a secret credit deal from France that would prove critical to the American war effort.

Morris established a trading network throughout Europe and the colonies. He had, for example, been given sole responsibility for the Virginia tobacco trade. American ships were also sailing in search of British ships to capture for their cargo and money. The economics of war often received little attention but the America victory depended on it. Morris’s network supplied the muskets, gunpowder, blankets, lead, and money to support Washington’s famous Christmas Eve crossing of the Delaware to defeat the Hessians. During this campaign, the enlistment period was up for many of Washington’s soldiers, and they were due to return to their homes in the next few days. Washington offered a $10 bounty for soldiers to sign up for another year. Morris was able to collect the necessary funds in coin to hold on to the soldiers.
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Continental “paper” money. (Library of Congress)

It would be a long war and would involve a string of financial ups and downs. Congress considered imposing new taxes to support the war, but that was politically impossible as the war was being waged over British taxes. In 1777, Congress, hoping to borrow money to help pay for the war, approved the issuance of $5 million in certificates paying 4 percent. There was a lot of competition with individual states, which were issuing their own certificates at the 4 percent rate. The bonds found few takers until Congress raised the interest rate to 6 percent. Still, by the end of 1777, more French loans were needed to pay for the war. Morris set up an informal bank that sold six-month certificates, and the bank would circulate paper notes to be used as currency. This bank was successful with providing credit for merchants, who preferred bank notes to Continental dollars.

As 1780 approached, all forms of paper money that had been issued were highly inflated. The state of circulating currency was a mass of state-issued paper, Continental dollars, and some interest-bearing bank notes. The crisis peaked in 1781 when 10 regiments of Pennsylvania soldiers, tired of the lack of supplies and pay, marched on Congress. This was not an isolated rebellion but was the largest to directly threaten Congress. Congress was printing money to pay for the war with no formal agreement between the individual states to back the money—that is, to accept the responsibility to pay back the debts after the war. Congress decided that the currency and the war financing required central control, and Robert Morris was named superintendent of finance. The need for unity in taking responsibility for the war spending ultimately resulted in the ratification of the Articles of Confederation.

Morris founded a private national bank to issue currency backed by silver and gold. The idea was to attract patriotic investors and French support. Most important, Morris used the bank as a central bank to control the value of the currency. Under the bank, all states would share the war debt. However, Morris planned to use poll taxes, import taxes, excise taxes, and land taxes to pay off the debt. He used a 6 percent interest rate to attract foreign money. Morris also aggressively sold grain to Spain for gold and silver to back his new bank. Many critics looked at Morris as a financial alchemist and could not understand why he was buying back Continental dollars and bank paper while limiting new money. The French were still giving loans to the colonies because manufacturing gunpowder and other war supplies had created an economic boom for them, and France’s earlier investments required them to stay for the long haul or lose everything.

Morris also proved creative in saving money on supplies for the army. He replaced an elaborate system of government agents and army supply officers with contractors who became responsible for collecting and delivering supplies to the army. This also allowed the army to put more troops in the fight. The use of contractors was years ahead of its time, but the system worked extremely well in the north. Merchants lined up to bid on contracts at the rate of 10 cents per soldier per day. If supplies were captured by the enemy, the government would cover the loss. The concept would come to be frowned on by the professional armies of Europe, however, because of the lack of control over contractors. The idea would be resurrected by the Bush administration during the Iraq War. The problem of pay, however, was not to be resolved for over a decade.

George Washington had spent years begging soldiers to stay on with little money available for pay. Some of these soldiers still had worthless paper dollars from the French and Indian War. The average soldier was patriotic but the soldiers were also farmers and laborers with families to feed. The years of fighting had taken their toll, and although a military end was in site, inflation and a lack of hard cash were big obstacles to success. Even Washington’s ultimately successful southern campaign to Yorktown was in jeopardy for lack of funds. But the arrival of the French fleet not only brought troops but also kegs of silver coins for the soldiers’ pay.

The American victory at Yorktown brought money from Holland—the first major loan outside of France. The financial work of Robert Morris had been behind the ultimate American victory, but it would take another 10 years to settle the debt created. The pattern of war, boom, inflation, peace, and recession that had been seen in the past was repeated during the Revolutionary War period and would be repeated in the future.

See also: 1862—Union Blockade and Inflation; 1914—Crisis; 1914–1918—War Shortages; 1941—Rubber Crisis and Shortage; 1943—Steel, Metal, and Alloy Shortage Crisis
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1781—Currency Deflation and Inflation

Even before the Revolutionary War ended, the value of America paper money was declining rapidly. France and Holland grew nervous about whether they would receive repayment of their loans but more pressing was the large amount owed to the soldiers of America’s army. The risky floating of paper money during the war could no longer be continued. Parts of the army were in open rebellion. Robert Morris was forced to resign as superintendent of finance of the new country. The nation had piled up too many loans while winning the war against the British and was nearing default on its debt to France.

Individual states had their own war debt and were imposing high taxes on land to secure money to pay their debts. The lack of new credit and high taxes forced many citizens into bankruptcy and even jail. In the midst of this financial crisis, the states were wrestling with the politics of creating a union. John Adams and Benjamin Franklin were in Europe negotiating a peace treaty, while also working to find more credit to support the young country’s finances. America was also in a postwar recession. Merchants and traders on both sides of the Atlantic were trying to collect on debts. In addition, merchants often refused to accept Continental dollars as payment for their goods or inflated the prices of goods to cover potential losses. British import restrictions and a lack of credit caused massive unemployment in major port cities. In addition, there were many counterfeit gold and silver coins of diluted base metal being circulated in the new American economy. Merchants again raised prices to cover their risk. Commerce was at a standstill, and many buyers and sellers returned to the barter system.

Debt, however, was the main issue that had to be resolved before the economy could expand. Alexander Hamilton and James Madison argued for a 5 percent tax or duty on imports. As almost all imports at the time were from Great Britain, a tax on imports was popular. Hamilton and Madison’s main concern was to establish the right of the new government to tax its citizens. Hamilton believed the government needed revenue instead of the perpetual loans regularly used to push the debt burden into the future.

Hamilton also proposed that these revenues be put into a sinking fund to pay off the country’s debt. The sinking fund was to consist of funds set aside from the general budget. The idea was to sequester revenues from the grasp of politicians, who were inclined to use the revenues for short-term gain. Hamilton clearly understood the shortcomings of politicians. Although the North favored the import duties, the South with their plantations feared British retaliation on tobacco, cotton, and rice exports. Western farmers did not want import duties because they would raise prices on badly needed manufactured goods. As Congress debated the formation of the political union, it refused to address federal funding issues such as taxes. The debt mounted. Politicians clearly preferred to continue the method of issuing perpetual debt to fund the new government, which would not upset the new voters like raising their taxes would.

John Adams was able to negotiate a major loan with the Dutch but at a rate of 7 percent. Like Morris’s funding during the war, the Dutch loan merely postponed dealing with the debt because the Continental Congress had no incoming revenues. One success had been the formation during the war of the Pennsylvania Bank, which became the Bank of North America with private investors. It paid shareholders 8 percent in 1782 and 14 percent in 1783. This allowed the bank to raise more capital through a share offering. Bank notes were critical for commerce in a currency-short nation in recession.

Still, the debate in Congress split the farmers, who feared the bank, from the merchants, who demanded it. Eventually, the bank won out, and charters were created for each state. The bank formation addressed the current problems of commerce but did nothing to solve the issue of war debt. New England and the Deep South slipped into depression. Virginia fared the best because of its strong tobacco trade with France, which had started during the war. A number of wealthy Virginia planters were holders of war debt, but as a state, Virginia had paid off most of its war debt. After the war, tobacco prices fell quickly, moving Virginia into recession. By the end of the decade, New York fur trader John Astor reestablished a fur-trading network.

America’s war debt was more than $65 million ($90 million with states’ debt included). The interest rate on the debt ranged from 4 to 6 percent. Britain and the West Indies had closed their markets to the new United States and destroyed the old trade network. Great Britain prohibited the import of American fish, beef, and whale oil. Meanwhile, some American leaders argued that a new government should not be responsible for the debt of the former individual colonies. Men like Thomas Jefferson and James Madison were part of this political group that wanted to ignore the debt.

Even the methods of debt payment were a matter of endless debate among politicians. Some wanted to use land sales to obtain money. New York, for example, had reduced some debt by giving ranking officers land grants. The problem of paying the officers with land grants was that the grants, unlike actual cash payments, did not put currency back into circulation in a badly depressed economy. In addition, few could afford the land taxes imposed by the states. Long-term annuities paying 4 to 5 percent were also suggested as a means to pay off the accumulated debt over time. As the debate continued, prices spiraled out of control in anticipation of the reduced value of Continental dollars and other paper currencies.

Many of the debts of the new government and the former colonies were held by citizens and former soldiers, and a currency panic set in. Rumors spread that the new government, as Jefferson and Madison suggested, would not—and should not—honor paper dollars and bonds issued by the former colonies. As Congress debated, wealthy speculators started buying up continental paper for $25 on a $100 face-value note. Many states considered levying taxes themselves to pay off the debt.

Massachusetts, for example, started to enact and enforce the payment of taxes by seizing property. Farmers and ex-soldiers were overwhelmed with debt, and in Massachusetts, the conflict over debts led to armed rebellion in 1787. The conflict, which became known as Shays’s Rebellion (after Daniel Shays, a Continental Army veteran), happened because the new state government reacted much like Britain had a decade earlier, answering rebellion and violence with strict new laws. A Riot Act was passed with harsh punishments. The state militia and some federal troops finally put down the rebellion, but it sent a clear message to Congress about the uneasy state of the new union. A majority of American citizens, perhaps reacting to difficulties and conflicting solutions within individual states, finally approved the Constitution with a strong central government.

See also: 1749—Colonial Hyperinflation and Currency Deflation; 1974—Double-Digit Inflation
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1790—Debt Assumption, Debt Retirement, and Expanding the Economy

With the Constitution ratified and George Washington elected the first president of the United States, Alexander Hamilton was selected secretary of the Treasury in 1789. In that role, Hamilton’s first report to Congress concerned public credit. Hamilton called the accumulation of debt a natural disease of all governments and set a national policy of full backing of Continental paper, even for the speculators who had purchased colonial war debts at a discount from other lenders. Hamilton believed all debt had to be fully covered to secure the future economic stability and reputation of the young country.

Furthermore, all war debt of the individual states would be assumed by the federal government, which added another $25 million to the overall federal debt. Some states, like Virginia and New York, had low debt, but Massachusetts and South Carolina were deeply in debt. The debt was split between domestic debt, on which the government paid 6 percent interest, and foreign debt paid at 4.5 percent interest. To pay off this debt, the federal government would offer interest-bearing certificates at 5 percent. Hamilton proposed a complete system of tariffs and taxes, and the promotion of manufacturing, to repay the country’s accumulated debt. Hamilton’s methods proved successful, and the federal government was able to pay off the debt in the 1790s. By 1790, the federal government started paying the pensions of the revolutionary soldiers; and by 1795, the government was generating healthy surpluses to pay down the debt.

Alexander Hamilton focused on the need for revenue before obtaining more loans to service the debt. The Federalists, led by Hamilton, had gotten a concession that the federal government would henceforth be in charge of sea commerce. Hamilton argued that import tariffs offered a steady source of revenue for the government to pay down its debt. Hamilton also applied the nation’s first sin taxes on whiskey, wine, rum, tea, and coffee.

Both of these new sources of revenue proposed by Hamilton were opposed by the new political party forming around Secretary of State Thomas Jefferson. Jefferson and Hamilton represented two political extremes. Hamilton cared little for democracy and advocated for a strong central government. Jefferson, on the other hand, believed so strongly in democracy that he was willing to accept revolution every few years. Hamilton took every liberty possible with the new constitution to strengthen the executive branch. Washington had been personally schooled in the need of a nation to have good credit after years of begging soldiers to stay on with no pay. Washington favored Hamilton’s approach, which also offered a means to pay back the soldiers.

Hamilton set up a sinking fund to pay back 5 percent of the debt per year. The fund was to be a lockbox from which Congress would be unable to divert funds. The plan, Hamilton believed, would build confidence in the soundness of the new government bonds, which were selling below their face value. Confidence would drive up the price of the bonds, making a profit for the government. In fact, that was exactly what happened.

The real fight in Congress came over the federal government’s assumption of the states’ debt. Virginia, for example, had successfully managed its war debt and felt penalized under the new system. Congress was willing to pass Hamilton’s entire plan with the exception of debt assumption. Thomas Jefferson was Hamilton’s main opponent against the whole plan because of the taxing authority given to the government. The compromise was reached at the famous Jefferson-Hamilton dinner, where Hamilton agreed to site the capital of the new nation, Washington, DC, within Jefferson’s Virginia in return for Jefferson’s help in passing Hamilton’s plan.

Hamilton’s economic plan for the new United States still needed a system to implement it. Hamilton proposed a customs service and a strong central bank. The customs service would come under the control of the executive branch. Hamilton believed the national bank was critical to expand manufacturing and employment after the lack of credit during the war had kept the economy bottled up. The bank debate split again along Hamiltonian-Jeffersonian lines with the exception of Federalist John Adams, who distrusted the idea of federal banks and wanted only state branch banks.

The question of a national bank would be a constitutional issue for many decades. Hamilton argued that although a national bank was not mentioned in the Constitution, it was required to enforce the implied powers given to the federal government by that document: the right to collect taxes and to borrow money, the right to regulate trade, and the right to support an army and navy. Hamilton would effectively argue for the bank in the Federalist Papers No. 44. The bank would be managed by 25 governors, of which five would be government employees. It was to be known as the Bank of the United States and have eight branches. The bank would be a true central bank capable of open market operations—buying and selling bonds to adjust the money supply—and coordinating with private banks such as the Bank of New York. Hamilton was well aware of the famous Mississippi and South Sea bubbles and wanted the powers of a central bank to be able to control open markets operations if necessary. The bank had intermediate success in supplying confidence and turning around the country’s economy.

The other problem during the 1780s recession had been a lack of coins to promote commerce. There was a cache of various coins in circulation. Many of the gold and silver coins had been diluted with lead and copper by counterfeiting, which was widespread. Merchants increased prices to cover potential losses or refused to accept them on larger payments. Hamilton proposed a dollar decimal system of coins in gold, silver, and copper. The coins were to be patriotic, and Hamilton established a dollar ratio in silver. This helped set a common standard for states in their definition of their own dollar-equivalent coins.

See also: 1719—Mississippi Bubble; 1861—Civil War Economics, Shortages, and Inflation; 1869—Grant’s Recession
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1792—Panic

The year 1790 produced the first boom of the American economy as Alexander Hamilton’s bank and monetary system fueled pent-up demand. Booms, however, bring their own problems. The issuance of new United States bank notes resulted in a speculative bubble. The sale of bank certificates went from $25 a share to more than $300 a share. Speculators had poured in to buy the notes, and the government was worried about a collapse of the system due to speculation. On August 11, 1791, America experienced its first crash in government securities of the Bank of the United States. This crash would be a predecessor to many that would follow.

Hamilton addressed the August crash with an influx of government cash to buy notes whose value had collapsed on the market. He proved extremely adept and flexible in 1791 by testing the powers of the new central bank. The cash for the government note buying came from the very sinking fund that Hamilton had protected from congressional abuse. A clause had been inserted to allow the executive branch to temporarily use the money in the fund for open market operations. The central bank also coordinated with private banks to make open market purchases. Hamilton had held off the crisis by buying up the declining government notes in the open market, but speculation resumed and the bubble formed again.

The panic of 1792 would be brief, but it was the nation’s first economic bubble to fully burst. The crash would lead to panic selling of government bonds, which once again constrained American commerce by causing uncertainty and reducing liquidity in the marketplace. Its main impact was on stock and bond trading. Hamilton once again knew the central bank could manage such crises. It would be the first time the American government moved decisively to head off a major economic crash.

The important note of interest is that the panic of 1792 resulted in little economic damage. Historically, most financial panics have led to major recessions, but Hamilton’s management of it with the powers of his new Bank of the United States remains an area of interest to economists even today. Jefferson used the panic of 1792 to argue against the existence of the central bank, asserting that securities markets were run by unprincipled gamblers. The political damage would remain in the DNA of the nation. The panic of 1792 also led to a formal agreement about securities negotiated under a tree on New York’s Wall Street.

Every panic often has, or brings into view, a villain speculator. In the case of the panic of 1792, that villain was William Duer, a Federalist, Continental congressman, board member of Hamilton’s Treasury, and Hamilton’s friend. Unknown to Hamilton, Duer was using inside information to make a fortune off Revolutionary War debt by buying up Continental paper at deep discounts before Hamilton’s announcement that the debt of the colonies would be assumed by the new federal government.

Duer left the Treasury Department but continued to speculate by floating rumors that the Bank of the United States would buy the Bank of New York. The rumors from such a knowledgeable insider drove the shares of the Bank of New York to new highs. Duer’s clients, whom he borrowed from to fund his speculations, included New York’s wealthiest families, but he soon even used up that reserve of money. Duer then raised more speculative money by bringing butchers, shopkeepers, merchants, and others into his scheme. Interest rates soared to 1 percent per day. Duer was brought down in 1792 when he could no longer cover the interest payments owed to his investors. Duer stopped payments to his biggest creditors and in one day, 25 New York financiers went bankrupt. A panic ensued. William Duer would end up in debtor’s prison, which he preferred to the angry mob of hundreds outside his mansion. Hamilton moved quickly to cover the credit squeeze, again using the powers of his new central bank.

John Adams and James Madison joined Jefferson in opposition to Hamilton’s new banking system. The Jefferson and Hamilton split would lead to America’s first political parties—Jefferson’s Republican-Democratic Party and Hamilton’s Federalist Party. The panic would also bring necessary reforms, both private and federal, in the infant system. Jefferson and his followers opposed the bank, taxes, and import duties. They seemed unconcerned with the debt issue. Hamilton, with Washington’s support, stayed the course. On May 17, 1792, he was able to get the New York traders to meet under a buttonwood tree on Wall Street and set guidelines for orderly trading. This became known as the Buttonwood Agreement, which would be the foundation of the New York Stock Exchange. The rules proved successful and restored orderly trading of government bonds.

Hamilton was frustrated with America’s dependence on trade and retailing—the result of the centuries England had spent preventing America from becoming a manufacturing nation. Even after the revolution, Great Britain hoped to maintain the same relationship with the former colonies. Hamilton believed the only way to stabilize the American economy was by developing industry. Without manufacturing, he believed it was doubtful that America could break away from its colonial trading chains. To promote this goal, Hamilton’s bank supplied capital to emerging manufacturers.

Hamilton had another unique plan to establish a Society for Establishing Useful Manufactures (SEUM). It was to be a government-backed stock corporation that would invest in the nation’s industry and technology. The SEUM would set manufacturing standards and enforce quality standards, another concept centuries ahead of its time. It was an imaginative idea to increase manufacturing and exports but was hated by Jefferson’s Republicans. The financial panic of 1792, however, had dried up the capital markets and the share offerings for the SEUM failed. Still, Hamilton’s bank was able to get capital to manufacturers. Hamilton also encouraged the manufacturers to circumvent British law to get British skilled labor and machinery into America.

As an example, automated weaving machines had been smuggled into the United States from Great Britain, and the textile industry in New England was the first beneficiary of Hamilton’s economic system. Hamilton hoped to link the agricultural South of the united colonies to the industrial North. The idea was based on a boom in the cotton market, which left southern producers with a surplus of cotton. Cotton was a labor-intensive crop, but the invention of the cotton gin in the1790s expanded production of cotton in the American South.

The southern cotton planters presented another problem with their complete dependence on British markets. The solutions they found, however, created deeper long-term problems for the young country. Automated looms in industrialized Great Britain had driven up British imports of American cotton from 9 million pounds in 1783 to more than 32 million by 1792. The cotton boom helped lower the impact of the panic of 1792, but it also increased slavery in inland southern states as planters increased production to meet British demand. In the short run, though, the panic restricted the credit planters needed to purchase more slaves to work the fields as the demand for cotton soared.

America inherited the slave plantation system from the British, and its economic roots were deep. Most Americans were not invested in slavery, but the southern economy depended on it. At the end of the Revolution, most slaves were manning the tobacco and rice plantations. The panic of 1792, the cotton boom, and the formation of the United States had created a labor shortage. Besides using technology to improve their output, more enlightened slaveholders in northern tobacco and rice plantations used the task system of slavery to improve the productivity of their plantations. The task system allowed slaves to own their house and their own gardens, to hunt, and to have family time. The production tasks for the slaves were defined, and after those tasks were completed each slave could have his own time to produce food for himself and his family. Unfortunately, the demand for cotton increased the demand for slaves and spread the practice of slavery. Although the panic of 1792 was one of America’s shortest, the political solutions and the problems it produced—political parties and the spread of slavery—affect the country to this day.

See also: 1819—Panic; 1837—Panic and Six-Year Depression; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1893—Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis
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1794—Whiskey Tax Rebellion

As part of Alexander Hamilton’s initiative to pay down the federal war debt, tariffs and excise taxes were used to raise money for the new United States. President George Washington and Hamilton imposed an excise tax on whiskey in 1791, believing it to be one of the least offensive taxes possible. The tax would be used to pay off the national debt, to support road building, and to bolster the national bank, all of which they believed would benefit frontier areas such as Pennsylvania. Hamilton also preferred this excise tax to further increasing tariffs, which had become the federal government’s major source of income. The excise whiskey tax, however, would hit small farmers in western Pennsylvania particularly hard. The Whiskey Tax Rebellion would be the first armed challenge to the new government and its authority to collect taxes as well as the first antigovernment military action by citizens since Shays’s Rebellion in 1786–1787.

Rye whiskey was a mainstay of western Pennsylvania’s Scotch-Irish farmers. Whiskey was a favorite manufactured product of grain farmers because grain was a low-density, low-cost commodity not worth the cost of transporting long distances. Monongahela rye distilled in Pennsylvania, for example, was easy to transport down the Ohio–Mississippi River system, making its way via New Orleans and the Atlantic to the East Coast and to the taverns of Europe. When Pennsylvania was a British colony, its whiskey production had been controlled and taxed, but the remoteness of the Monongahela Valley outside Pittsburgh made it almost impossible for British tax collectors to do their work. In fact, the area had been populated by Scotch-Irish citizens who moved there to avoid British taxes on whiskey and iron. The resistance to British taxes had been part of the American Revolution, and feelings ran deep in the country and in the valley against the new government’s right to impose taxes. Although the Scotch-Irish were a major segment of the nation’s population and had been loyal supports of the revolution, the whiskey rebels themselves were a very small minority.

General John Neville, a local Revolutionary War general, was chosen to enforce the whiskey tax even though he had initially opposed it. The tax schedule varied, ranging from six to ten cents a gallon (a gallon of rye whiskey sold for a dollar). For months, the resistance was modeled after the colonists’ resistance against British taxes. The resistance to the whiskey tax also had national support in the western counties of Maryland, Virginia, North Carolina, and South Carolina. Even within the Washington administration there was division: Thomas Jefferson opposed Hamilton on such a federal tax. The Pennsylvania Scotch-Irish mustered a militia and burned the estate of tax collector General Neville. The rebels also burned the estates of distillers who paid the tax.

This Whiskey Rebellion was the first test of the strength of the new federal government to act within the individual states. Jefferson was publicly sympathetic with the whiskey rebels, but Hamilton thought the rebellion required decisive action by the government. For months Scotch-Irish militia roamed western Pennsylvania attacking federal agents. The predominately Scotch-Irish frontier was split politically over the tax, with antitax followers in the Jeffersonian Republican Party and supporters of the tax in the Federalist Party. This political and ideological divide was an early example of a basic political split that exists to this day. The fact was that less than 1 percent of the area’s whiskey distillers were delinquent in paying their taxes. Most were supportive of the federal government because the government had been one of the biggest purchasers of their whiskey for army rations.

The radical core of the rebellion was the local Democratic-Republican clubs. In August 1792, they held a convention in Pittsburgh to discuss options. The convention had few moderates in attendance with the exception of Albert Gallatin, a future secretary of the Treasury under President Jefferson. Gallatin had served on the Pennsylvania constitution ratification committee that voiced opposition to taxes but yet supported a strong federal government. This position was more consistent with that of the majority of voters. Gallatin was elected to Congress in 1790 to represent Allegheny, Washington, and Fayette counties. This congressional district included Pittsburgh and was the heart of pig iron production and use. He was elected to the United States Senate in 1793 when the Pittsburgh convention failed to obtain a solution from the federal government.

By 1794, the crisis had reached a peak, and federal agents were determined to collect back taxes due in western Pennsylvania. A rebel army of 600 men was mustered at Braddock’s Field, eight miles from Pittsburgh, to oppose the tax collectors. The army swelled to 7,000 as they marched on the city of Pittsburgh. The rebel leader, Revolutionary War general James MacFarlane, was killed.

While following Hamilton’s advice, Washington proved adept as always at handling these early challenges to a strong central government. Congress had already passed the Militia Act of 1792 that required a judge to deem federalization of troops necessary. In addition, the president had to issue a formal order for the rebels to stand down. Still, western Pennsylvania was the frontier and wanted total economic freedom. Washington and Hamilton reacted, federalizing an army of more than 12,000. As the Federal Army marched toward Pittsburgh, the insurrection fell apart, and its leaders fled to Kentucky and Tennessee. Some of the leaders were arrested and tried, but Washington pardoned the two found guilty of treason and refused to impose any form of retribution or to succumb to the pressure of many critics who wanted him to require loyalty oaths from the rebels. Washington’s popularity rose dramatically throughout the nation after his skillful handling of the Whiskey Rebellion.
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President Washington and his advisors send Confederation Army troops to pacify western counties of Pennsylvania during the Whiskey Rebellion, October 1794. (National Guard)

The Scotch-Irish people were fiercely independent, which naturally drew them to the wild frontier areas of the new country. After the Whiskey Rebellion, the Scotch-Irish distillers in Pennsylvania moved west again to avoid federal taxes. Many left the Monongahela Valley for Kentucky and Tennessee, which would become the center of the American whiskey industry. Many Scotch-Irish stayed, however, and built banking and manufacturing empires in Pittsburgh. Elections in the following years showed strong support for the authority of the government to apply sin taxes like the whiskey tax.

The Whiskey Rebellion had a lasting impact on America’s politics and government. It actually created a political rift within the Scotch-Irish community: a group of Federalists and capitalists supported a strong federal government and an independence-minded group supported the Jeffersonian model of more limited government. One lesson the federal government also learned was that it needed to go slowly on the use of its taxing authority. Few additional internal taxes were needed by 1795 as the trade tariffs already imposed were giving the government healthy surpluses to pay down its debt. The federal government also responded to the western Pennsylvania protest by providing the local area with more military protection and increased road building.

See also: 1676—Bacon’s Rebellion; 1733—Molasses Act; 1750—Iron Act;
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1796–1797—Panic

Trouble came to the new United States on all fronts in 1796 as the economy, after years of growth, started to slow down. The presidential election of 1796 saw the Jefferson-backed Democratic-Republicans looking to overturn Hamilton’s economic innovations such as the Bank of the United States. Uncertainty about economic policy was coupled with wars in Europe—the French Revolution and the beginnings of the Napoleonic Wars—interference with American shipping by the French and British navies, and a nation split over which European nation to support in the war. In addition, a financial scandal hit the Bank of Pennsylvania, the nation’s largest state bank. A real estate bubble, centered in Washington, had become unmanageable. More than 100 Philadelphia businesses would fail as the credit markets became overextended. Even the investment firm of Robert Morris, which had financed America’s Revolutionary War, went bankrupt as many creditors pulled back in the credit crash.

The real estate bubble had started when the British formally pulled out of America. The real center of the bubble was in the District of Columbia, where the building of the new capital was booming. Lots were being bought and sold for quick profits. The federal government had put little money into the building projects, which were being funded by speculation. The states of Virginia and Maryland, though, quickly used all their monetary reserves for the project. By late 1793, however, government auctions of lots in the capital were not receiving their minimum bids. In addition, the Bank of Pennsylvania, the nation’s largest bank, was overextended with frontier land speculation as the William Penn family opened up new western lands. Credit tightened throughout the nation as banks attempted to reduce their exposure to speculative land purchases.

The firm of Robert Morris and John Nicholson teamed up with Washington commissioners to create new interest in the Washington, DC, project. Morris and his firm were already in debt because of land speculation in the West. Morris did create an interest in Europe for American land investment, hailing the huge potential for growth in Washington, DC. In 1794, the firm managed to resell 445 lots at $300 each. It was a big short-term profit for lots that had cost the firm $100 a piece. The money had come from British speculators such as Thomas Law.

This land sale by Morris and its profits extended the real estate bubble and created what became known as “Potomac fever.” Morris started to build his own opulent marble mansion in Philadelphia. Again, even middle-class merchants were pulled into land speculation as inflation roared in land prices. The city, builders, and landowners were all overextended and now dependent on the price increases of lots to save them. George Washington was one of the first to decry the speculative bubble that was building in land prices. It would be America’s first speculative real estate bubble.

In addition, the federal government once again was running short of money after raising a large army during the Whiskey Rebellion. Money was needed to hire even more soldiers to protect against Indians on the frontier and to improve the navy as problems arose in European shipping lanes. In 1796, the president of the Bank of Pennsylvania was found to have defrauded the bank of more than $300,000. The scandal created a run on banks in the East. These banks, as well as financiers such as Robert Morris, were not only involved in Washington, DC, but also in western land investments such as the North American Land Company. Morris and his firm began getting demands for hard money to cover their promissory notes, creating a credit market crisis.

The Washington, DC, commissioners looked for new financiers to keep the building of the capital city going. Congress jumped in by buying lots for $1,000 that had originally sold for $100; however, Congress issued credit notes instead of printing money to do this buying. Their move only pushed the real estate bubble to the bursting point. The commissioners were able to bring in some money from Dutch investors but, in early 1797, the international credit markets tightened in response to the revolution in France. The French revolutionaries declared war on Great Britain, and the Bank of England, under the British Bank Restriction Act of 1797, stopped making specie payment—payments in gold and silver—to its account holders. The bank feared there would be a run of withdrawals because of the possible war with France. The resulting credit crisis, stemming from the widespread shortage of available bank credit, quickly spread to America. Now the British and the French too began pulling out of American land deals.

The beginning of a declining spiral of real estate prices in America started in 1797, forcing hundreds of bankruptcies and court cases. The credit notes of Congress were selling for four cents on the dollar as the 1797 panic deepened. Creditors demanded payment from some of the largest and most famous investors in the United States. When debts could not be paid in cash, sheriffs were dispatched to confiscate land and assets held by the debtors. If the debts could not be covered by the available assets, the next step was jail. The scandals fueled the public appetite for revenge. Supreme Court justice James Wilson was arrested and thrown in jail for his speculation. Robert Morris and his partners ended up in jail, where Morris would remain for almost four years. Morris’s partner, John Nicholson, died in prison. To stop the jailing, Congress passed the Bankruptcy Act of 1800, which would expire in 1803.

Thanks to the Bank of the United States, there were no bank failures through these difficult times, so the panic of 1796–1797 remained a credit crisis and a real estate bubble but did not develop into a full-blown financial crisis. Credit problems did slow the overall economy, but it turned up as U.S. defense spending began to increase by the end of 1797 in response to the undeclared war with France from 1797 to 1800. Military spending in Europe also stimulated the shipbuilding industry in America. By 1800, the U.S. economy was once again on a sound footing.

See also: 1819—Panic; 1837—Panic and Six-Year Depression; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1893—Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis
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1800—Trade Interference by Barbary Coast Pirates

After the American Revolution, the United States was plagued by shipping problems. The British, the French, and pirates preyed on U.S. merchant ships. The lack of a strong navy made the ships of the United States the favorite targets of 18th-century pirates. Barbary pirates, or corsairs, were an early type of state-supported terrorists. Their home ports were known as the Barbary Coast and consisted of the African ports of Tunis, Algiers, and Tripoli in the Mediterranean, which were under the rule of the Ottoman Empire. Although the cargo raids were economically significant, their main purpose was to capture Christian slaves for the Islamic market of Africa.

The outcry of the New England states in response to the threat of piracy had led to the creation of the United States Navy in 1794. In addition, through treaties and in practice, America had adopted a policy of appeasement by paying ransom for captured ships and their crews and tributes to the local governments. By 1800, ransom and tribute payments had reached 20 percent of the American government’s annual expenditures. The loss of ships and goods had also depressed the value of American trading companies, and rising insurance rates on American ships were becoming detrimental to the shipping industry. With only a few infant manufacturing firms, the United States was dependent on shipping and trade for its economic survival.

The Barbary pirates operated from the 16th to the 19th century, imprisoning more than a million slaves and capturing thousands of ships. Over the centuries, British ships, protected by treaties and Britain’s naval power, had less trouble with these pirates than the ships of most countries. The merchant ships of the American colonies had benefited from British protection until the American Revolution, after which the pirates attacked American ships freely. The Barbary pirates controlled the Mediterranean Sea, raided the Atlantic coasts of Europe and Africa, and even sailed into the America-to-West Indies shipping lanes. Barbary pirate ships often posed as British vessels to avoid capture.

The New England shipping concerns forced Congress to pay ransom and tribute when necessary to free captured sailors, but the companies lost ships and cargo at high rates, driving up insurance costs. The inflationary results affected all of the United States. In 1784, Congress ratified a treaty with Morocco that effectively codified the practice of appeasement and ransom payments. Morocco, however, was only one of the Barbary States and the others continued the piracy. The treaty cost the United States $30,000 and gained the country very little in the long term. Secretary of State Thomas Jefferson tried to form an alliance with France and Great Britain to confront the Barbary pirates, but America’s weak navy offered little to the proposed alliance, so no agreement was reached. Great Britain also believed it was to their advantage to allow the Barbary pirates to disrupt American trade

America’s lack of naval power made frequent violations of the Moroccan treaty common. From 1793 to 1794, more than 11 U.S. ships and 200 sailors were captured. Congress passed a ransom payment of $642,000 and promised an annual tribute to Morocco of $21,000. As the federal government’s costs rose, the nation called for more action. Congress passed the Naval Act of 1794 to build six new warships to address the Barbary pirates. Ransom payments and increased military spending wiped out the government surplus Alexander Hamilton had worked so hard to build and put the country $80 million in debt. Besides the economic cost, this piracy led citizens who lived on America’s seacoasts to constantly ask the government for protection.

President Jefferson viewed the piracy crisis as a long-term economic problem. Jefferson differed with Washington and Hamilton on the root of American wealth. He believed in an agrarian society that would thrive on exporting agricultural products and importing manufactured goods. Such a view necessitated the existence of a strong merchant marine and navy. War, however, was not a popular option within Jefferson’s party, the Democratic-Republicans.

Paying ransom was not popular either, but it was tolerated until the pasha of Tripoli launched a number of verbal insults against the United States and demanded a new treaty with new annual payments. This time he wanted $225,000 in tribute immediately with annual payments of $25,000 to follow. Tripoli was only one of the Barbary States making demands on the United States. Jefferson, who had just been elected president, refused to negotiate. As a result, the pasha of Tripoli declared war on the United States. This, for Jefferson, was going too far. He did not even wait for congressional approval to act, as required by the Constitution, but launched a naval and marine campaign against Tripoli and its pirates in 1801 under the constitutional clause that the president could unilaterally take action to protect American commerce. Congress would eventually vote to support Jefferson’s action.

The initial military campaign did not go well. Tripoli captured the warship Philadelphia and held the crew hostage. After this setback, Jefferson sent another naval and land expedition against Tripoli. American marines captured Tripoli and rescued the crew of the Philadelphia. Under pressure, Tripoli negotiated the release of sailors still in the hands of the other Barbary States, but at a cost of $60,000 per sailor. The final treaty would cost the United States millions. After this success, Jefferson cut military spending and other government spending to reduce the country’s debt to $45 million in 1806. The piracy problem improved but continued to be a danger for shipping until 1815 when Europe joined in the effort to stop piracy on the Barbary Coast.

See also: 1807—Economic Embargo and Depression; 1862—Union Blockade and Inflation; 1914—Crisis; 1921—British Rubber Embargo and Monopoly Control
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1807—Economic Embargo and Depression

The embargo of 1807 remains a valuable reference tool for economists, politicians, and businesspersons. It offers a study of the effects, both positive and negative, of restrictions on trade and clearly demonstrates the interaction of politics, trade, and business. In many ways, the embargo was an extension of the decades-long war between Great Britain and France in the early 1800s.

Starting during the colonial period in America, trade restrictions of one kind or another had plagued the nation. Although the embargo of 1807 initially created an economic recession and led to depression in 1809, it would launch new American production of textiles, iron, tools, tinplate, glass, hemp, hats, and nails. Overall, while this embargo was in force from 1807 to 1809, American imports dropped from $30 million to $15 million, while exports dropped from $107 million to $22 million.

In the years before the embargo, Europe was struggling with the Napoleonic wars. France’s advantage on land was checked by Britain’s advantage on the seas, and Great Britain used blockades and seizures to enforce their naval advantage. British ships blocked key foreign ports, forcing American ships to first go through British ports. In addition, the British navy boarded American ships looking for deserters. France would also at times board American ships and take cargo and sailors. This system of impressments of American sailors created a public outcry in the United States. President Thomas Jefferson hoped to avoid war and demonstrate economic alternatives to war. The United States was a major importer of British manufactured goods and an exporter of raw materials such as cotton, furs, pig iron, lumber, farm goods, and tobacco. Still, Jefferson believed he could restrict imports while continuing to export to Great Britain.

In December 1806, Congress passed the Nonimportation Act of 1806, which declared a “Prohibition of the importation of certain goods and merchandise from the kingdom of Great Britain.” America depended on Great Britain for such imports as iron nails, tinplate, tin, glass, hats, clothing, silk, paper, wool, hemp, and leather. Initially, Canadian and American smugglers found ways around this embargo. In January 1807, Congress passed a supplementary act to close embargo loopholes that had excluded the whaling, fishing, and coastal boats that were economically important to the New England states.

The act was met with mixed opposition. Dependent on shipping, New England opposed any restriction of trade, as did the South, which exported agricultural goods to Great Britain. New England favored military action. The initial economic impact of the embargo was to move the country into a recession and increase unemployment. Treasury receipts dwindled, wiping out a surplus that had accumulated from the earlier policies of Alexander Hamilton and the Washington and Adams administrations. More than 30,000 seamen were put out of work, creating a true depression on the New England seaboard.

President Jefferson stuck to the policy, believing it was a social experiment on how to avoid war. The Federalists, the party out of power in Washington, rallied political opposition to the embargo and revitalized their party. Meanwhile, the middle states started to benefit from the restrictions on British imports as domestic iron production expanded. Textile manufacturers started to expand in New England as well. Still overall, the embargo had suppressed the U.S. economy further. A bigger problem was that the federal government was dependent on import tariffs for its operating capital. Fewer imports meant a smaller operating budget for the U.S. government.

Reduced tariff receipts meant that Jefferson had no money for federal projects, such as the canals and roads wanted by the Federalists. The reduction in federal spending made the recession worse. Despite these concerns, in March 1808, a new Embargo Act was passed to stop all ships leaving for foreign ports. From the standpoint of restricting trade, the act was successful, and U.S. exports fell from $80 million in 1808 to $22 million in 1809. This worsened economic conditions across the nation.

Poor economic conditions replaced public anger over British impressments as the deciding factor is U.S. elections. In the presidential election of 1808, James Madison of Jefferson’s Democratic-Republican Party won the presidency, but the Federalists won the House of Representatives away from Jefferson’s party. The economies of the South and New England were hurt badly by these embargos. Both regions considered it America’s first depression. Cotton prices dropped from 51 cents a pound to 24 cents. Tobacco prices also fell by 50 percent. The election, with the Federalists replacing the Democratic-Republicans over the issue of the embargo, was one of the first examples of Americans voting their pocketbooks over international affairs.

After Jefferson left office, the Embargo Act was repealed, and the embargo was lifted on all countries with the exception of Great Britain, France, and their possessions. The act was replaced with the Non-Intercourse Act in 1809, which extended the embargo until it was safe for trade. The decision on when to lift the embargo was left to President James Madison as a discretionary authority. The embargo was hurting Great Britain far more than America as its manufacturing growth was based on exports to America.

One positive side effect of the embargo was the development of domestic manufacturing in the United States. Jefferson played on this success by dressing in homespun clothes for the Fourth of July celebration in 1808. The lack of imported British iron, in particular, caused the startup of America’s iron furnaces, which had been dormant for decades. Saltpeter and gunpowder mills were also restarted. American manufacturing was reborn as the foundries and forges of the Revolutionary War opened again. Americans would prove to be adaptive and creative. Textile mills opened in New England to process southern cotton, and a new industry was born. The application of new machinery in American factories would also give the domestic industry a new productivity advantage over British producers. Francis Cabot Lowell would also develop a whole new system of textile manufacture. The success of textile production created a machine industry as well.

New England would ultimately emerge as a more economically balanced region after the embargo. As the War of 1812 approached, the manufacturing Connecticut Valley became America’s armory. In the middle states, the iron industry, which was still suffering from the colonial Navigation Acts, started to awaken. In Pittsburgh, nail and tinplate mills were built to supply the growing needs of the west. Iron foundries also started to supply the needs of an industrial boom.

The glass industry came alive in New England and New Jersey. Western Pennsylvania and eastern Ohio opened hundreds of iron smelting furnaces, rolling mills, nail factories, tinplate manufacturers, and forges. Pittsburgh Foundry would become the producer of cannons for the War of 1812. In 1810, Great Britain wisely tried to end the naval problems that had led to the U.S. embargo; but it was too late: the War of 1812 between Britain and the United States was already beginning.

See also: 1862—Union Blockade and Inflation; 1914—Crisis

See Primary Documents: 1807—Embargo Act

Further Reading

Smelser, Marshall. The Democratic Republic, 1801–1815. New York: Harper & Row, 1968.

Spivak, Burton. Jefferson’s English Crisis: Commerce, Embargo, and the Republican Revolution. Charlottesville: University Press of Virginia, 1979.

Temin, Peter. Iron and Steel in the Nineteenth Century: An Economic Inquiry. Cambridge, MA: MIT Press, 1964.

1812—War of 1812

The War of 1812 between the United States and Britain was about economics and trade. The problem started with impressments of sailors. Conditions on British ships were particularly poor; a harsh system of discipline was used, and British sailors were often forced into service. In contrast, American sailors made about $30 a month compared with $7 a month for British sailors. As a result, British sailors often signed on with American ships. To combat this practice, British ships began to stop American ships and search for British deserters.

In a British seizure, rule of law was lacking as the British impressed sailors on suspicion of being a deserter alone. In just one year, 250 American flagged ships were seized and searched. Between 1808 and 1811 more than 6,000 sailors were impressed from American ships. Another underlying factor in the dispute was the rise of American shipping and the decline of British shipping. Further economic tension between the United States and Great Britain occurred on the western frontier. Britain wanted to hold on to the fur trade. Americans had also become expansionists, looking west for land. Even southerners were looking west for land as tobacco depleted the soils of Maryland and Virginia. In the long view, the United States and Britain had never ended the mutual economic warfare that had started in 1776.

The political and military conflicts in Europe complicated the situation. The British and French were at war and interfering with trade, and the American public was split on which nation to support in the Napoleonic wars. In New England many sailors and their families believed the United States should declare war to stop impressments. Yet New England was suffering from the loss of trade before the war and, therefore, many opposed America’s entering the war for economic reasons. The western states of Ohio, Tennessee, and Kentucky wanted war because the British were interfering with the fur trade and western expansion. In 1811, Congress changed hands and was led by Speaker Henry Clay, a Kentuckian and war hawk. President James Madison was under pressure to declare war after being sworn into office in 1812.

[image: Skrabec]

American sailor impressed by a British “press gang” during the War of 1812. Impressment was the practice of forcing unwilling men to serve in the military by often brutal and violent means. (Mara Louise Pratt-Chadwick, American History Stories, 1890)

On June 18, 1812, the United States declared war against Britain and initially found success as Great Britain was bottled up in a war with Napoleon. Britain hoped to win by a naval blockade because of the United States’ dependence on trade with Britain and her colonies. The interruption of trade not only hurt citizens but also caused a major decrease in tariffs, which were the main source of government revenues. The U.S. government moved from a surplus to having to make loans to cover its debt. Government expenses soared, too, as the army and the navy needed to expand. By 1814, the United States was again moving into deep debt.

The British blockade of America was devastating and prices soared. The British blockade prevented use of the sea route from the Midwest down the Mississippi to New Orleans and then by ship to New York and Philadelphia. Kentucky and Tennessee whiskey prices tripled in New York. Wagon trains over the Appalachian mountains were needed to meet demand. Sugar from the West Indies could still get to New Orleans but not direct by sea to New York. Sugar in New Orleans sold at $9 a pound cost $40 a pound in New York. South Carolina rice, which normally went by sea to New York, was blockaded as well. This drove rice prices from $3 per 100 pounds to $12 per 100 pounds.

As the national debt rose, Congress was forced to implement a series of taxes to finance the war. States were charged a direct tax. Taxes on goods focused on luxury items. The whiskey tax was doubled. Taxes on manufactured goods were put temporarily on tobacco, iron, candles, saddles, boots, gold products, silver, jewelry, and furniture over $100. In 1815, the nation raised $13 million, which covered some of the war expenses. In addition, fees, such as the price of postage stamps, increased. The government had to issue treasury bills paying 6 percent interest to cover most of the expenses. Taxes, fees, borrowing, and trade shortages created an inflationary spiral that would reduce support for the war among average American citizens.

The total cost of the war and its economic suffering left Americans with little interest in new wars. Total costs, including those from lost economic opportunities, were estimated at $157 million. Naval expenditures were more than $16 million. The government was forced to borrow $80 million. Total debt reached $147 million by 1815. The government also gave away much in land contracts to cover soldiers’ pay. Washington, DC, was burned by the British, resulting in millions of additional war related expenses.

Little was gained from the war, though the impressments of sailors on U.S. ships were halted. Soon, Britain would begin a new type of economic warfare against the United States: mountains of manufactured goods were awaiting shipment to America. One positive outcome was that the American iron, textile, and glass industries had expanded to meet shortages from the British naval blockade. After the war, America experienced a short economic boom. The South prospered as tobacco went from three cents a pound in 1812 to 16 cents a pound in 1817. Cotton went from two cents a pound to 10 cents a pound. Exports boomed from $30 million to $68 million by 1817.

See also: 1861—Civil War Economics, Shortages, and Inflation; 1914—Crisis; 1914–1918—War Shortages
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1816–1819—Economic Warfare and Dumping by Great Britain

Britain had failed to achieve a military victory over the United States in the War of 1812. Hatred grew on both sides of the Atlantic, even though both countries were dependent on each other for trade. After the war, Britain had stockpiles of glass products, iron products, and textiles to ship. America had also expanded domestic production of these products out of necessity during the war. The British postwar economic strategy was to dump their stockpiled products onto the market at low prices, thus reducing their backlog inventory and suppressing American domestic production. Iron, glass, and textile company bankruptcies in America rose quickly because of British dumping.

In addition, in an effort to suppress American textile production, Great Britain made it illegal to export textile machinery to America and for skilled glassmakers to emigrate to America. In addition, shipments of red lead, a key raw material needed in glassmaking, were banned to the United States. The emerging American iron industry, so needed during the war, was thrown into a depression. British dumping and trade restrictions would lead to new, retaliatory U.S. tariff bills, which would divide the nation on north and south lines. The tariffs would, however, fuel a new economic boom by 1818.

The dumping of British inventories of cheap goods increased U.S. imports from $5 million at the end of the War of 1812 to $113 million by the end of 1815. The economic dumping would lead to the development of the “American System” and the tariff of 1816. Henry Clay of the House of Representatives would become the leader of the effort to protect American manufacturing in the East and West. New England turned to tariff support as its shipping industry declined and its manufacturing textile and glass industries became major employers. The tariff of 1816 was followed by an economic boom. Although the boom was not totally attributable to the tariff act, it allowed politicians to take credit. The iron industry of Pennsylvania, Ohio, and Maryland was controlled by the Scotch-Irish, one of the largest voting segments at the time. In addition, iron shortages during the War of 1812 had clearly shown the strategic importance of maintaining an iron industry. Tariffs, however, were not popular in the southern exporting states.

The South, a major exporter of tobacco, cotton, and rice, opposed any tariffs for fear of British retaliation. The tariff of 1816 would cause a long-term divide between the economic interests of the northern and southern states that would lead to the Civil War. Clay passed tariffs of 30 to 40 percent on wool products, iron products, and glass products. Britain continued to dump its manufactured products until its national inventories were reduced. Britain also imposed fees and tariffs on southern agricultural products, creating a huge political divide within America. In 1820, Congress increased the tariffs to put an end to British dumping, but it would widen the North-South divide in the nation.

The South experienced an economic boom from 1815 to 1817 with increased agricultural shipments to Europe. More western states and territories started to oppose the new tariffs because of increased prices for farmers buying manufactured goods. Ohio and Pennsylvania, on the other hand, became strong supporters of tariffs because of their iron industry. The Clay’s Whig Party would emerge to unite manufacturing interests in Kentucky, Ohio, Pennsylvania, Michigan, and the New England States. The Tariff Act of 1816 played an important role in the expansion of the U.S. iron and glass industry. The iron industry boomed in western Pennsylvania and expanded into eastern Ohio.

The glass industry required more than pure tariff protection. The Embargo Act of 1807 and the beginning of the War of 1812 cut off the supply of lead ore to the U.S. glass industry. Great Britain controlled the world’s only source of quality lead ore for glass making, known as red lead, which was a secondary concentrated processed ore of roasted lead ore. After the War of 1812, Great Britain continued its economic warfare, dumping cheap glass products and keeping the price of red lead high to prevent American companies from competing in the cut flint glass markets. Many New England glass companies, including Boston Crown, went into bankruptcy. The improved employment in New England shipping could not offset the regional employment losses in manufacturing. In western Pennsylvania, the infant glass-making industry needed tariff protection from low-cost imports. These economic actions by Great Britain were clearly efforts to crush the American glass industry, centered in New England, New Jersey, and Pittsburgh.

The problem of red lead would, however, have to be solved if the American glass industry hoped to be fully competitive with importers. The solution made New England innovator Deming Jarves a very wealthy person. He used the nearby Harvard library to do weeks of research on the processing of lead and hired a British engineer, James B. Barnes, to help design a roasting furnace for lead oxide. By 1819, Jarves had designed a roasting furnace to produce red lead from domestic sources of lead oxide, which gave him a monopoly for decades. It also allowed him to produce high-quality leaded flint glass for art pieces at competitive prices. Jarves used a higher lead content in art glass and other pure additives to produce an American equivalent of the famous cristallo glass of 15th-century Venice. Jarves’s glass approached a lead content as high as 33 percent to 40 percent lead. Today, most lead crystal is 24 percent to 28 percent lead, with the exception of Waterford crystal, which approaches the lead content of the original Jarves formula. Jarves also started to smuggle in skilled glassmakers to expand the glass industry.

See also: 1750—Iron Act; 1975—Rapid Deindustrialization; 1982—Collapse of the Steel Industry
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1819—Panic

The panic of 1819 was one of the first of the nation’s boom and bust economic cycles. The boom that preceded the panic of 1819 was called “an orgy of consumption.” The availability of imports and pent-up demand in the United States after the War of 1812 created a consumer binge. The government and banks expanded to create credit for this spending boom. Inflation had increased from 1815 to 1818; prices for imports rose 70 percent and domestic prices increased by 25 percent. Domestic production expanded rapidly to meet demand. Land speculation and home building also increased beyond the credit available, forcing the government to lower the amount of gold and silver reserves needed to issue currency. The credit bubble burst in 1819 and led to an economic depression by 1821. The panic started with a run on bank deposits and notes, with citizens demanding hard currency—gold and silver, or “specie”—as payment for the notes they held.

The term “panic” became popular to classify a steep downturn or what we call a depression today. Although a boom and bust cycle usually resulted in a milder recession, the panic of 1819 occurred simultaneously with a bumper crop in Europe that collapsed the export market in grains. In addition, the federal debt remained high, forcing cuts in defense-industry spending, which further hurt manufacturing. The panic resulted in a three-year economic depression with widespread unemployment in all of the states. A wave of company and personal bankruptcies also hit all the states as well as bank failures and loan defaults. The panic was the result of classic causes, such as overexpansion of credit in the preceding boom, unsound banking policies, and a collapse of exports. The panic would lead to the formation of the Whig and the Democratic parties, based on economic divisions in the country. In the long run, it would tarnish the public view of the Bank of the United States and eventually lead to its demise.

The recession of 1820 resulted in part from the panic of 1819. In 1816, Congress reauthorized the Bank of the United States and its branches with a new charter that required the national bank to standardize the currency between branches and back the currency with specie coin or silver. The bank worked to implement its charter as the economic boom was underway from 1815 to 1818. Western land speculation was increasing as farmers moved onto more virgin land to meet the boom in wheat, grain, and cotton. The federal government wanted to accommodate land speculation to sell the newly acquired land of the Louisiana Purchase to raise money to reduce the national debt. As a result, and despite the rules under its new charter, the Bank of the United States and its branches continued to expand easy credit. The Treasury and the Bank of the United States loaned and printed gold-backed notes for $46 million although they held only $2.5 million in actual gold. In addition, private banks expanded widely from 1812 to 1819.

As in all credit bubbles, speculators were overextended; they had borrowed money beyond their ability to repay it or to make the interest payments. In addition, the banks were overextended beyond their ability to exchange specie for bank notes. The western branches, in particular, had eased credit for land and home building. In Ohio, thousands of citizens had mortgages beyond which they could pay. Ohio truly had a housing bubble, and the federal government, which had expanded housing credit to $23 million, was also in trouble. In the South, higher cotton prices had created a boom. Cotton growers saw a need to expand but became overextended in credit for land and slaves. Southern private banks failed, and the southern branch of the Bank of the United States was nearly insolvent.

The global economic problem had started in 1818 when Europe produced a bumper crop of wheat and grain. Wheat prices fell from $2.40 a bushel to under 90 cents a bushel. The U.S. agricultural crisis was exacerbated by cotton competition from India and Egypt. Agricultural prices, including tobacco prices, collapsed by 50 percent. Farmers and cotton growers could not meet loan payments, leading to a panic. More than $25 million of bank loans were in arrears. Seeing the price collapse, investors started to demand specie, or hard currency, for their bank notes. The U.S. national bank was soon being drained of silver and gold.

British banks also started to demand payment in hard currency, adding an international factor to the crisis. British merchants followed suit, demanding payment in hard currency. This forced gold and silver to flow out of the United States, particularly in the East. Speculation on the new stock exchange had been modest, but the panic spread to the East. Unfortunately, the eastern banks were even shorter on silver and gold than the national bank. The federal government had to pay for the Louisiana Purchase, and the French wanted to be paid in gold. The Treasury and the Bank of the United States sensed disaster. To survive, the national bank starting calling in loans in 1818, but because borrowers were overextended, this only made things worse, and a wave of U.S. foreclosures and bankruptcies started.

The shortage of credit soon pulled down the once-booming manufacturing sector. As the manufacturing sector contracted, unemployment soared to depression levels of greater than 20 percent. In the manufacturing center of Pittsburgh, employment plummeted by 90 percent. Manufacturing unemployment hit the city’s craftsmen hard, too, and the number of shoemakers declined from 140 to 25. Merchants soon realized the importance of manufacturing jobs in their retail sales. The high unemployment in Pittsburgh and other manufacturing centers gave rise to private benevolence associations to address the poverty created by the recession. In New England, the emerging textile industries were reduced to barely surviving.

Government policies in reaction to the depression proved to be ill-considered, setting a pattern of the government overreactions to help reduce voter pain, not considering the long-term effects of their policies. Panicked congressmen reacted to panicked voters. Congress also went on a defense-cutting rampage, cutting $9 million out of a defense budget of $25 million; by 1821 the total defense budget was only $5 million. These cuts hit the iron and construction industries extremely hard and only deepened the manufacturing recession. In 1821, Congress passed an act discounting mortgages and loans by 40 percent if they were paid back. The act actually started the road to recovery as business cycle expansion started as well. The national bank changed its policy and began to focus on expanding manufacturing instead of promoting land speculation and mortgages.

One of the lessons learned from the panic of 1819 was the need for all branches of the national bank to function as a central bank in times of crisis. Furthermore, the bank had to coordinate its efforts with those of the Treasury Department. Suspicion of the national bank remained strong and would help to form a new political movement headed by Democrat Andrew Jackson to end the charter of the Bank of the United States.

See also: 1796–1797—Panic; 1837—Panic and Six-Year Depression; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1893—Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis
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1820s—Cotton Recession

The cotton recession of the 1820s was actually a depression in the older southern states. This recession was driven by the British developing new sources of raw cotton as well as the rising European competition from wool. In addition, the South’s dependence on cotton created capital shortages. The South lacked a good replacement for the colonial plantation system and no longer had access to the special trade arrangements that had allowed it to get goods and slaves in return for cotton. Another contributing factor was that cotton and tobacco crops destroyed the soil they were planted in, requiring a constant shift westward for new fertile lands. Tobacco was also in a downturn, which restricted the ability of plantations to adjust to the changes in the cotton market.

Advances in technology such as the cotton gin increased production and lowered the price of cotton. An economic downturn in Great Britain mid-decade created a further decline in prices. Cotton prices fell throughout the decade from 27 cents a pound to 7 cents a pound. In addition, U.S. tariffs were driving prices of basic goods higher. The 1820s represented a transformational decade for the U.S. cotton industry, and the cotton market crash of 1825 combined with the European panic of 1825 pushed the South into recession. The cotton recession and the expansion of northern industries during the same period clearly showed that America was really a country with two different economies.

The economic warfare with Great Britain in the 1810s set the stage for hardship in the cotton industry. The war heated up as the New England textile industry started to expand with pirated machinery from Britain. Great Britain, in turn, started to dump cotton textile products on the market in America. Britain had gained an advantage by purchasing cheaper cotton from Egypt and India. The New England textile industry was able to convince Congress to protect the new industry, and Congress passed an 80 percent tariff on incoming cotton goods.

The tariff only strengthened Great Britain’s determination to find other sources of cotton. Their colony of India could supply cheaper, high-quality cotton. Of course Britian wanted to process cotton into product so it went a step further, destroying Indian looms and India’s ability to process and cutting off the thumbs of weavers to prevent India from developing its own textile industry. The expanded production of cotton started to drive down market prices for cotton. In 1825, the cotton market crashed. The southern economy suffered while New England prospered. Egyptian cotton had just been introduced in 1821, but it was of lower general quality. Charleston, South Carolina, the center of the cotton industry and the slave trade, was in a deep recession. At the time, Charleston was America’s fourth-largest city, and South Carolina was hit so hard economically during the 1820s that for the next 30 years it would be the center of rebellion against and, with nullification, opposition to the federal government’s tariffs.

Technology such as the cotton gin brought its own set of problems. The cotton gin greatly increased the productivity of plantations around the world but more production weakened prices. In addition, the transition in the 1820s from a barter system to a capital-intensive economic system proved difficult for some plantations. Smaller and older plantations lacked the capital needed to invest in the new technology, and the drop in cotton prices would bankrupt many of them. Furthermore, better-financed planters moved west for better soil and again put the older plantations at a disadvantage. The anti–slave trade acts in Great Britain and the United States had also driven up the price of slaves. Slaves, in general, could not compete with cheap labor in India. The cost of maintaining slaves was also increasing, and the second half of the decade brought an inflationary spiral in imported goods as well.

The inflationary bubble had been building from 1823 with the exit of Spain from South America. South American mining and commodity company stocks were booming across Europe. As commodities increased in price, so did manufactured goods coming from Europe. The plantation system in the South was still in transition to becoming more independent of British goods and capital. Although cotton would see better days in the 1830s, the South’s dependency on cotton and the plantation system would remain. The pain of the recessionary decade of the 1820s in the South, in contrast to the expansion going on in northern manufacturing during the same decade, would make South Carolina uncompromising in opposing tariff acts and national bank charters. The resulting movement of the slave-driven cotton industry into the West created a new divide in American politics that would result in the Civil War.

See also: 1703—Tobacco Depression; 1828—Tariff of Abominations; 1862—Union Blockade and Inflation; 1917—Boll Weevil Cotton Crisis; 1922 Peanut Import Crisis
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1825—British Panic and Its American Impact

The panic of 1825 was a British phenomenon that would affect the United States in a series of mild recessions in the later part of the 1820s. It would show the interrelationships of global finances and economies and would also highlight the dual nature of the American economy. The collapse of British banks affected the cotton and slave trade of the South more than the rest of the United States, and cotton prices declined to depression levels over the period. The divide between the economies of the North and South would lead to major political battles over tariffs. New England felt the effect of the British panic on its triangular trade with the West Indies. Generally, however, American manufacturing was affected slightly favorably.

The panic of 1825 started in Great Britain after a stock market crash fueled speculation, much of which was in Latin American debt. Most of the speculation centered on mining stocks in Mexico and South America. After Spain left its South American colonies, Britain looked to invest in the region’s gold and silver resources. British banks lowered the margin for borrowing money to make investments in South America to a mere 5 percent, creating a mania throughout the general population. In Great Britain this mania would approach the levels of the South Sea Bubble. British speculation fueled a burst in commodity prices, which affected the United States. Coffee prices rose as much as 80 percent. Spice, silk, wool, and other goods tripled in price. In the United States, these price increases especially affected the South, which remained highly dependent on British goods. In addition, the European recession, which resulted from the collapse of British banks when this investment mania ended, created a crash in the cotton market. Until the Civil War, the South often suffered as much from British panics and recessions as those of the United States.

Years of economic expansion had made Great Britain ripe for a contraction. At the time, the Bank of London was a private bank with responsibilities to its shareholders. Furthermore, the bank’s investors had formed partnerships to invest in high yielding but risky Latin American notes. The bank’s notes became a target for speculators as a bubble grew. When the bubble burst, the Bank of London and many private banks suffered a run on deposits from members of the general public who were depositors. A true panic quickly spread through the country. With no central bank, Great Britain could not contain the panic, which spread quickly throughout the British banking system. The public demanded gold, and the British banks soon ran short. As bank after bank fell, the panic would spread.

Unlike the Bank of the United States, the large Bank of London was not a central bank. Instead of acting as a lender of last resort, the Bank of London had tried to protect itself. Eventually, more than 60 banks would fail in Great Britain in 1825, and more than 200 in the next few years. The panic would spread to European banks and other countries as Latin American notes collapsed, British banks failed, and investor bankruptcies spread. By 1826, the panic had created a shortage of credit and an unsold inventory of goods built up with the country’s merchants. Merchants started to dump these goods on America at huge discounts, which suppressed manufacturing in the states.

More problems soon crossed the Atlantic to North America. The South was being squeezed on many fronts. The plantation cotton system depended on the availability of credit on both sides of the Atlantic. The panic of 1825 had severely restricted British sources of credit for southern plantation owners. The recession in Great Britain had naturally reduced the amount of cotton purchased from America. American tariffs had slowed imports of British goods into the United States, which upset the South’s whole system of trade. In addition, cotton was beginning to be replaced by wool in Great Britain.

Additional pressure not to buy American cotton was coming from British abolitionists, who did not want British money to support the South’s slave-dependent plantation system. The price of cotton and tobacco continued to fall. The British recession caused prices of imported goods to fall and flood American markets. Again, New England and the middle states called for additional tariffs in response. The tariffs were increased, only furthering the economic slide in the South. Some of the very conditions pushing the South into depression were actually causing manufacturing to expand in the North. The huge economic divide only further enlarged the country’s political divide. In America, many of the results of this British panic of 1825 would lay the economic background for the Civil War.

See also: 1819—Panic; 1837—Panic and Six-Year Depression; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1893—Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis; 2009—Great Recession
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1828—Tariff of Abominations

The British dumped their excess inventories of manufactured goods onto the American market to help pull Britain out of the panic of 1825. The resulting recession in the United States created political pressure in the North for higher tariffs. Congress had passed major tariff legislation in 1816 and 1824 in an attempt to thwart British dumping. Great Britain, however, suffering from a depression in 1826 and 1827, had returned to dumping goods onto the American market to raise cash and credit. Dumping was actually affecting the manufacturing companies in the middle and western states more than the New England states.

The tariff of 1828 highlights the basic arguments to this day on free trade versus protectionism. The study of this tariff provides a basic understanding of the pragmatic side of both free trade and protectionism. The tariff of 1828, or the tariff of abominations as it was known in the South, was a political maneuver gone badly for all sides. It had many related side effects, such as sowing the seeds of the Whig Party, exacerbating some of the economic problems behind the Civil War, and demonstrating the legal argument for state rights.

The new tariff rates imposed in 1828 were essentially taxes of about 30 to 50 percent on the value of the shipped product and were designed to protect industry. The revenue produced, of course, was still the major source of government income. The 1824 tariff had taken tariffs a step beyond their original design—to protect industries and jobs—and was used to increase revenue to pay for federal aid to road and canal building.

In 1824, the government was essentially funded by tariffs. However, the tariffs also had a protective factor. Specific tariffs or duties were levied on hemp, wheat, and liquor for western farmers in Kentucky and Tennessee; textiles and clothing goods for New England manufacturers; forged iron products for Pennsylvania, New York, and Ohio; whiskey and liquor for Kentucky and Tennessee; and glass products for the glass industries of New Jersey. The South, however, as a region of agricultural exporters, was hurt by the tariffs because they forced southerners to pay more for imported and domestic manufactured goods. Tariffs on manufactured goods did not benefit the South and often led to retaliation by Great Britain. The tariffs hurt Britain, and in turn, it purchased less southern cotton and tobacco. Britain was also in the midst of a major depression, and its demand for southern goods had already been reduced.

The political sides in the United States were the pro-tariff National Republicans of John Quincy Adams and the anti-tariff Democratic Party of Andrew Jackson. The 1828 bill was designed to be a protective tariff versus a revenue tariff, and its rates were up to 50 percent of product value. One of the strong arguments for a protective tariff centered on the iron industry in Ohio and Pennsylvania, which was critical to the defense of the nation. The congressional debate took place in a presidential election year between John Quincy Adams and Andrew Jackson. Jackson supporters in Congress proposed an elaborate scheme to prevent the passage of higher tariffs. The South was clearly against the increased tariffs; the middle states were clearly in favor. New England was also pushing for higher tariffs specifically for its textile factories but was against the new general increase in rates.

Democrats came up with a political maneuver to win the tariff argument: a very high tariff rate on products coming into New England. The tariff was so high that it would drive up prices for most New Englanders, while obviously protecting some of their key industries like textiles. The high tariff would even affect some of the textile manufacturers by increasing the price on imported wool. The hope was that more moderate New England representatives would oppose and defeat the bill.

The Democratic Party had badly miscalculated the vote and its effects. Most New England votes did go against the tariffs but enough voted with the middle and western states to pass the high tariffs. In fact, the support was overwhelming in Pennsylvania, Ohio, New Jersey, Indiana, Illinois, Michigan, and Missouri (74 to 12). In the end, the bill would burden many citizens in all the states. The South was particularly hurt by increased prices on manufactured goods and reduced demand for cotton and tobacco. Cotton prices fell throughout the 1820s. The tariff also forced southern states to buy manufactured goods from New England. The South felt left out of the economic expansion in the rest of the nation.

Many of the predictions about the effects of the tariff quickly came true. Prices on many goods rose as much as 50 percent, and some shortages were actually created. The poor design of the bill put the burden of paying the increased tariffs on the middle class, which in those days was the voting public. Costs of necessities such as food and clothing increased. Sugar and molasses also showed major price increases. Only the industrial sweet spot of eastern Ohio and western Pennsylvania gained substantially on balance.

Another result of the tariff was the ultimate defeat of John Quincy Adams by Andrew Jackson in the 1928 presidential election. But the real political impact was just beginning. The anti-tariff forces had assumed that, as a last resort, their new president would reduce the tariff. But Jackson did not act. Jackson hoped to play the protectionist in the North and the free trader in the South. His vice president was John Calhoun of South Carolina, the author of the tariff, and he had helped Jackson politically in the South. In the end though, Jackson could not remain on both sides of the tariff issue.

South Carolina was particularly upset with the tariff of 1828. Behind the scenes, Vice President Calhoun opposed the tariff. Jackson did sign a reduced tariff in 1832 but that was not enough to appease states like South Carolina. Calhoun resigned as a result in December 1832. The Democratic Party and its leaders were divided on the importance of action by Jackson to reduce the tariffs.

A radical movement started in South Carolina, culminating in 1832 with a state convention that led South Carolina to call for nullification of the tariff on the grounds that it was unconstitutional and unenforceable. The convention further advocated preventing the federal government from taking steps to enforce tariffs. Jackson, although not a supporter of tariffs, was a strong nationalist who believed states had to abide by federal laws. This action by South Carolina led to the nullification crisis, when President Jackson sent naval ships to enforce the tariff in South Carolina.

The nation went to the edge of war until Whig Henry Clay and Democrat John Calhoun came together in Congress to propose the Compromise Tariff of 1833. This bill gradually reduced tariffs over a 10-year period to the 1816 levels of 20 percent. This level was considered to be a good balance between a tariff that was revenue producing and one that protected industry. This compromise averted the nullification crisis, but it would be a precursor to the states’ rights arguments that led to the Civil War. The tariff compromise was also popular with a majority in the North because it reduced price inflation.

See also: 1812— War of 1812; 1820s—Cotton Recession
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1833—Andrew Jackson Closes the Bank of the United States and Lowers Tariffs

When Andrew Jackson was elected president in 1828, he faced a major recession, a national debt of $45 million, and a nation divided on tariffs. The real problem was that the United States was a nation of two very different economies in the South and the North that often worked in opposition to each other. In the presidential election, Jackson had faced three opponents: John Quincy Adams, William Crawford, and Henry Clay. Jackson had run against John Quincy Adams of the National Republican Party who supported high tariffs and an aggressive expansion of business. The election was a split decision and had to be settled by Congress. Jackson’s focus had been on the national debt and distrust of the Bank of the United States’ ability to resolve the financial crisis. Jackson had hoped to sell government shares in the bank, sell land back to the states, and reform the bank in an effort to eliminate the national debt.

In Jackson’s first term, the U.S. economy improved, and he focused on government corruption. In his second term, he won with 56 percent of the vote and took that result as a mandate to take on the Bank of the United States and other economic issues, such as the tariff rates. Jackson was able to effectively shut down the national bank and lower tariffs, but one effect of these successes was a recession in the manufacturing sector. The bank had been a key element in a robust expansion of manufacturing for decades. Jackson’s attack on the bank would also set the stage for the panic of 1837 and America’s first major economic depression. On the positive side, Jackson paid off the national debt through sales of federal land.

The Bank of the United States and its branches had been popular in the eastern, mid-Atlantic, and western states, where it had financed and expanded manufacturing and business in such cities as Pittsburgh, Cincinnati, and St. Louis. The South generally disliked the bank, believing it favored the North and did little for their agricultural society. They believed the government was funding the bank on the backs of cotton and tobacco producers with tariffs. The West often thought the bank did not loan enough money to support land purchases. The scandals and corruption that sometimes surrounded the bank had often upset the general public.

Still, the bank had been the real driving force behind America’s rise in manufacturing. It had also performed the function of a central bank, making America more resistant to deep economic depressions. The bank was popular with manufacturers as a source of capital but opposed by farmers and southern plantation owners. Unfortunately, the bank became the focus of a populist political movement. In 1828, Andrew Jackson had won the presidency by running against the bank. As president, his dislike of the bank only grew as the bank remained outside of government control while being funded with government funds.
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Among Native Americans, President Andrew Jackson is most closely identified with the Indian Removal Act, which forced at least 100,000 Native Americans off their traditional homelands. (Library of Congress)

Early in his second term, Jackson addressed the country’s high tariffs with reduced rates in the Tariff Act of 1832. This tariff was still a problem for South Carolina, but Jackson and Henry Clay, his opponent in the Congress, worked out a Compromise Tariff of 1833. The opportunity to end the Bank of the United States came in 1836 when the bank’s charter was up for renewal. In 1832, Congress had passed a bill to renew the bank’s charter, but Jackson used his veto to stop it. This veto would create a personal fight between Jackson and Nicholas Biddle, the president of the Bank of the United States.

Jackson moved to destroy the bank by launching an investigation into its operations and removing all its government funds. Biddle countered by starting to replace the lost funds with foreign notes. The feud would become known as the “bank war.” When the government investigation found no corruption, Jackson ordered his secretary of the Treasury, William Duane, to remove government funds. Duane refused, and Jackson named a new secretary of the Treasury. In September 1833, Jackson stopped all future deposits to the bank. In Congress, Clay opposed Jackson’s actions and labeled them as unconstitutional.

Biddle tried to turn the public against Jackson by slowing the economy. The economy in the North had been in a robust expansion. Biddle, using the tools of the Bank of the United States, moved interest rates up, which slowed the economic expansion. The interest rates increases allowed loans to be called in. This action led to bankruptcies and business failures. Biddle also held back on lending to business. The bank’s actions also put financial strain on land purchases and home building in the West. Unemployment increased, and the public turned on Jackson, then on the bank. The recession hit the manufacturing states hard.

In the long run, however, the Bank of the United States, acting in its self-interest, behaved just as Jackson feared. He was able to convince the public that the bank was out of control and not responsible to the people. Congress finally jumped in to back Jackson, and the bank’s charter was not renewed. The Bank of the United States reverted back to its roots as the Bank of Pennsylvania. In 1841, the bank filed for bankruptcy. The closing of the national bank weakened the nation’s banking system, which would lead to the great panic of 1837.

See also: 1828—Tariff of Abominations; 1861—Civil War Economics, Shortages, and Inflation
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1837—Panic and Six-Year Depression

President Andrew Jackson’s war on the national bank—the Bank of the United States—set the environment for the panic of 1837. Without a central bank, the nation had no bank to act as a lender of last resort, a bank borrowers could go to when all commercial banks refuse to lend. The panic itself was a result of western land speculation, state debt, and international trade issues; but as the speculative bubble burst, local and regional banks were unable to meet demands on funds. The panic of 1837 and its resulting depression lasted about five years, although there was a brief upturn in 1839. It was one of America’s first “double-dip” recessions, similar to, though shorter than, the Great Depression of the 1930s.

The bank failures in 1837 started in the financial center of New York but spread until about 30 percent of America’s 850 banks failed or partially failed. Prices of goods fell more than 40 percent. Unemployment became a major problem in cities, where large numbers of homeless people roamed the streets. In New York City, where unemployment was over 15 percent, there were food riots, and large soup kitchens were opened. In the Boston area, 90 percent of the factories would close for some period of time.
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This political cartoon comments on the depressed state of the American economy, particularly in New York, during the financial Panic of 1837. In the cartoon, the blame for the panic is laid on the treasury policies of President Andrew Jackson. (Library of Congress)

City and state governments were significant contributors to unemployment when government-funded projects were shut down. Construction companies on major state canal-building projects were unable to meet payrolls. Business bankruptcies soared. Wages dropped from one dollar a day to a few cents a day. New York and the mid-Atlantic states were hit the hardest. City streets became urban farmland with pigs, chickens, and hogs running wild. The economy on the frontier froze up, as settlers lived off the land instead of sending their excess produce to markets. Farmers saw crop prices bottom out as crop failures occurred. In the South, hundreds of plantations failed in 1840 as cotton dropped from 20 cents a pound to 5 cents a pound.

The buildup to the panic of 1837 started in 1836 with land speculation in the West. Jackson had directed the government to sell western land to pay off the national debt. He also had a policy of removing Native Americans to open up more land for settlers. As more settlers moved west, the state banks that loaned them money became overextended and started issuing paper money based on land speculators’ promises to pay. The speculation further inflated land prices. In five years, land prices increased 50 to 75 percent, creating a boom and a bubble. Small western farmers joined in the speculation as land sales rose from 1830 to 1836.

Jackson believed these inflated prices hurt the people at the bottom of the country’s economic ladder. Thus, he issued an executive order known as the Specie Circular, which required that only money backed by gold or silver could be used to buy public land. This order put more strain on the banking system. This occurred as Jackson was trying to close the national bank by restricting government funds going to it. Congress passed a law to repeal Jackson’s Specie Circular, but he vetoed it. Private and state banks, however, continued their inflationary practices to support the existing real estate bubble.

In the East, the first half of the 1830s was a period of boon. Cities like Pittsburgh were experiencing a new problem—air pollution from booming factories. The economic expansion in manufacturing made the nation ripe for a natural business contraction by 1837. In Boston, the glass industry had expanded under strong tariff protection, but the tariff Compromise of 1833 opened the door for more imported manufactured goods. Europe was ahead in the Industrial Revolution, and improved technology in European factories was making their products more competitive.

The buildup to the panic of 1837 also had an international component. Low interest rates in Great Britain had brought a major influx of British investment into the United States. This created a flow of silver into the United States, where rates were higher and business opportunities greater, which in turn fueled more speculation. In 1836, British banks raised interest rates and pulled money out of the United States in anticipation of a building bubble. Foreign countries were the first to demand gold and silver for state paper money.

Banks began the process of calling in loans, which resulted in a panic. The outflow of money was made worse by President Jackson’s efforts to close the national bank. As with any panic, depositors started to withdraw money, and banks were not able to meet the withdrawal demands. State banks in the West were laden with debt and overextended from land speculation; and in the East, banks were in debt from canal and railroad building. The stock market crashed as investors fled to Europe for safety. With no central bank strong enough to act a lender of last resort to the banks, the banking system collapsed.

As in the Great Depression of the 1930s, crop failures complicated the length and severity of this depression. In fact, crop failures in 1835 started the economic decline. The failure of the wheat crop left farmers unable to pay merchants and bank mortgages. The failures in agriculture started an inflationary bubble; for instance, the price of flour was $6 a barrel in 1835 rising to $12 a barrel at the beginning of 1837. Pork prices went from $10 to $18 a barrel. Food riots broke out in the major cities. The real problem, however, was not the inflationary bubble, but the bursting of the bubble. High prices for food further strained a weakened banking system. As banks failed to cover loans in 1837, a run on banks started. Without a national bank, the panic progressed unabated.

Great Britain also had its own bank panic in 1837 and was looking for ways to increase production and employment. At the same time, Britain took advantage of the lower tariffs of the 1833 compromise to dump its iron products onto American markets. Cheap pig iron and similar products came into the American market and hurt the newly emerging iron producers in Ohio and western Pennsylvania. Unemployment rose quickly in the manufacturing areas. The loss of capital and food crops put homeless people in the streets.

The panic of 1837 and the resulting depression changed the political system of America. The Whig Party, with its strong economic and nationalistic platform, became popular in the manufacturing states: the New England states, Pennsylvania, Ohio, Indiana, Kentucky, and Tennessee. The panic of 1837 also started a national debate on the need for a gold standard and the use of paper money. Once again, the old problem of printing paper with little backing of metallic coin had allowed inflationary speculation. The panic also forced states to become more responsible for their own banking systems, because without a central bank, the federal government was unable to come to the aid of state and local banks in a crisis.

See also: 1792—Panic; 1819—Panic; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1893—Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis; 2009—Great Recession
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1847—Panic

The panic of 1847 was a British and European event with little direct economic impact on the United States, but its indirect effects would change America forever because many of the people most affected by this panic would become future Americans. The panic of 1847 also showed how major economic disruptions in the world often indirectly affected countries around the world. It was a pattern that, in 1847, Americans were just starting to fully appreciate.

The panic of 1847, which came in the midst of great crop failures and food riots throughout Europe, would create a mass wave of immigration into the United States in 1848 and 1849. Many once highly paid craftsmen from Europe headed for America in hopes of better wages and living conditions. The wave would flood the American labor market, driving wages down and stretching the ability of the nation’s infrastructure to accommodate the mass of people. It was the beginning of urban slums built to house the poor of Europe. It would help fuel the great Gold Rush as well as a nativist American movement to restrict immigration. As Irish and Germans immigrants poured in, America’s politics would also be changed. The U.S. economy was expanding but not fast enough to absorb this mass immigration. But this painful period would give birth to America’s Industrial Revolution.

In 1847, the Bank of England was an independent bank with a 100 percent gold margin imposed on the issuance of large bank notes. Gold, however, was flowing out of Great Britain to buy imported grains because of European crop failures. Britain was able to manage the panic, but crop failures created instability throughout Europe. In the United States, banks experienced some gold withdrawals and a few small bank runs, but the overall economy was growing. The United States was actually benefiting from the crop failures in Europe because it was exporting America’s surplus, but the resulting flow of immigrants into the United States would create economic disasters in American cities.

The United States would prosper economically from the panic of 1847, with the exception of the growth in the number of the urban poor. The immigrants of 1848 would include some of America’s future capitalists and inventors, such as Andrew Carnegie and the parents of Henry Ford. By the end of the decade, the United States was receiving more than 300,000 immigrants per year. The port cities of Boston and New York were filled with immigrants. The Irish represented a mere 2 percent of the population in 1845, but by 1855, they represented more than 30 percent. Some estimates suggest that 300 Irish were debarking every day in these major ports. The death rate of the passage from Europe for the Irish was higher than that on most slave ships.

German immigrants poured in, too, but they were highly skilled craftsmen. While the Irish filled the lowest laborer positions, the Germans took crafts jobs by accepting lower wages. Wages declined for most U.S. workers, which created a political backlash and prompted the formation of anti-immigration political parties such as the Know-Nothings. The bigger problem was the strain placed on city infrastructure and services by such a large and concentrated population growth.

In 1849, major cholera epidemics hit the cities where immigrants had settled. New York had more than 3,000 deaths and had to build a hospital for cholera victims. Cincinnati had more than 8,000 deaths and St. Louis lost more than a tenth of its population. The cholera outbreaks were centered on seaports and canal or river cities with high concentrations of immigrants and a lack of sufficient sanitation. Wealthier native residents fled to the mountain resorts in the summer to escape the cholera outbreaks. In Cincinnati, native residents moved to the nearby hills separating themselves from immigrants living around the canals and rivers.

Another problem cities encountered was fires. Immigrants were often packed into high-rise, wood-frame apartments. Heating systems were very primitive, and fires were a common result in urban centers. A lasting economic effect from this mass immigration was the development of unions to counter the wage decline and the influx of skilled craftsmen who were willing to work for low wages. Crime was another issue as big cities saw the rise of gangs in the overcrowded immigrant neighborhoods. These neighborhoods were also ripe for political corruption as jobs and money were traded for votes. Even firefighting became political—fire protection was provided in return for votes or money.

See also: 1792—Panic; 1819—Panic; 1837—Panic and Six-Year Depression; 1857—Panic; 1873—Panic and Global Depression; 1893—Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis; 2009—Great Recession
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1848—Gold Rush Boom and Bust

The California Gold Rush exhibited a similar mania to that seen in bank panics, but it proved more deadly. The Gold Rush created a regional economic boom featuring high inflation, acute shortages, crime, city fires, and disease that would eventually burst with a regional bank panic.

On January 24, 1848, James Marshall discovered about 50 cents worth of gold near Coloma, California. This small nugget would eventually lead to the discovery of almost $970 million in gold. The rumors of a major gold find spread across the United States, but it was not until President James Polk announced the discovery in his inaugural speech that waves of would-be miners headed for California. Polk had hoped the gold found in California would replace the gold drained from the United States Treasury by the U.S. war with Mexico. The costs of the war had started to pull the country into recession because banks lacked the gold reserves needed to expand credit. Polk also hoped to justify the cost of the Mexican-American War (1846–1848), which secured California for the United States, by the great gold resources mined from the new state. Some 85,000 forty-niners would rush to California in 1849, overwhelming cities such as San Francisco.

The Gold Rush of the late 1840s encouraged hopeful miners with their supplies to travel from the East Coast to San Francisco. Most ships took six to eight months to make the journey, but faster, more expensive clipper ships were the favorite mode of transportation. The clipper voyage took 90 days around Cape Horn, or about half the time of other vessels. One-way travel for the 18,000-mile trip from the East Coast to San Francisco was not cheap at $300 (the equivalent of about $8,000 today). The other available transportation was by pack or wagon train, which was much cheaper but took six months. These trips were about $200, which included the cost of a wagon and supplies. However, these trips had their own problems, such as major cholera outbreaks at wagon assembly points like St. Louis. In 1849, more than 1,500 people died of cholera in Sacramento alone. The fastest (and most dangerous) way to travel to California was to take a ship to Panama, cross 30 miles of Panamanian jungle, and take a second ship to California. This cut 10,000 miles out of the trip around Cape Horn, but the cost was as much as $1,500, and thousands died in the jungles of Panama. Those who survived often brought disease with them to the cities of the West Coast.

As hopeful miners poured into California, prices on everyday necessities increased tenfold. Flour had to be shipped from the East Coast, where it cost $5 barrel; in California that same barrel of flour could bring as much as $50. The clipper business created an economic boom in New England and New York. Profits were so high that the investment in building a clipper ship was paid off in less than one year. The clipper trade in and out of California replaced the old triangular trade of the East Coast in profitability. Brandy, whiskey, and other agricultural products were shipped to China from San Francisco. Spices, coffee, and tea from the Far East were carried back to California and were welcome products for the mining camps. Clippers also brought Chinese laborers to San Francisco to help build the railroads and to provide cheap labor. Clippers also found a good business in moving the British to Australia and New Zealand and returning to California with much-needed lumber and wool.

Although some miners did strike it rich, most could barely meet their expenses because of the wild inflation in the prices of goods. Within a year, lumber went from four cents a board foot to more than a dollar. Wages for general work and construction labor soared from $1 a day to $20 a day; by comparison wages on the East Coast were around 50 cents a day. The high cost of labor fueled the use of cheaper Chinese laborers. Small building lots in San Francisco went from $30 to thousands of dollars in a few months. Rent for small rooms in large dorms went from $37 a week to $42 a week. Private mail companies charged as much as $16 a letter. A miner’s pick cost $10, a simple shirt was $20, and eggs cost $10 a dozen. Miners put their underwear on ships to Hawaii where it was cheaper to get it laundered.

The high prices in California and its gold fields spawned the rubber industry in New England as rubberized clothing, belts, boats, pontoons, tents, and hoses were essential to the miners. The Union India Rubber Company was formed in New York with a Naugatuck factory to supply and equip thousands of forty-niners going west for gold. Clipper ships carried rubberized products to the miners of the West Coast, so New York and New England ports became the logical locations to make rubber products. The Union India Rubber Company also established its own major retail stores in California to cater to these gold miners. Rubberized cloth for tents and blankets sold at high premiums.

Social problems soared in the main cities in California. One merchant made a fortune shipping in stray cats and selling them at $10 a piece to control rats. By 1852, merchants were selling goods at 20 times the East Coast prices. At mining camps, prices ran as high as the market would bear. Shortages of necessities were common. Saloons and gambling houses took the miners’ money faster than they could mine or pan gold. New England rum sold for $20 a bottle, and a shot glass of cheap whiskey was $1. Nativists and local politicians imposed a $20 tax on foreign and immigrant miners.

San Francisco’s economy enjoyed the boom, but the city was regularly hit by major fires, and the destruction of city blocks was common. Oddly, the fires actually helped limit the deaths from cholera by destroying breeding places. Crime was out of control and the city lacked the police force do anything but watch. Neighborhoods formed their own vigilante groups to protect life and property. Lynchings were common.

By 1855, the great Gold Rush was over. The fields had been worked to the point that small miners could not even hope to pay their expenses. Merchants went bankrupt after becoming rich. Several banks failed. Many of the miners moved on to gold rushes in Nevada, Colorado, and Alaska. The mini boom-bust cycle would be repeated for the next few decades throughout the West. The end of the California Gold Rush brought an economic downturn in New England as trade declined and merchants lost their most profitable business. In the emerging rubber industry, many companies went bankrupt, unable to find the needed profit margins in other markets.

See also: 1884—Panic; 1890—British Panic; 1896—Gold Crisis; 1914—Crisis
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1850—Whale Oil Shortage: The First Energy Crisis

From 1760 to 1860, whale oil was America’s main energy source for lighting and lubrication. Its use started with the production of spermaceti candles in the 1750s, which were known for their superior lighting. Spermaceti is waxy oil found only in the heads of sperm whales. The clear white light produced by these candles would become the standard of light measurement in the unit known as a “lumen.” A lower-grade, less-expensive oil, known as “whale oil.” was made by boiling blubber from baleen and bowhead whales. Whale oil was the most popular in lamps for homes. It was also used to lubricate machines and make soap. Sperm whale blubber produced a higher grade of oil that found key applications in lighthouses, street lamps, and public buildings because of its stronger lighting characteristics. Sperm oil was also the superior lubricant.

By 1850, whale oil and sperm oil were necessities for a growing United States. In fact, the world had become dependent on whale oil for lighting and lubrication. The appetite for oil forced whalers to search the world’s seas for more whales. As the searches extended, the price of whale oil went from 30 cents a half-gallon in 1831 to 63 cents in 1843 to its peak of $1.92 a half-gallon in 1854. The rising prices and concerns about shortages of whale oil created what many have called America’s first energy crisis.

By the early 1800s, whaling had become one of America’s largest industries. The industry was centered in New Bedford, Massachusetts. Of the more than 700 whaling ships around the world in 1840, about 400 considered New Bedford their home port. The Americans overtook the British in whaling by building ships that could manufacture oil while on the water versus bringing the blubber back to port. An American whaling ship was a floating factory that caught whales and boiled blubber into oil. Whalebone was also harvested and modified to be used as springs and needles.
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Engraving of men harpooning a whale, between 1852 and 1857. (Library of Congress)

The better design and efficiency of American whalers had given them dominance in the world market by the 1840s. Whalers could produce 25 to 45 barrels of oil per whale depending on the type; sperm whales had the highest dollar yield. Just as whaling was in its golden years in the late 1840s, many doomsayers started to talk about whales being hunted to extinction. Such fears clearly added to the rapid rise in price. The cost of the oil was also increasing because whalers were literally spending years at sea to bring the precious oil to port. Demand was also increasing because of population growth, industrialization, and the growth of cities.

The rise in whale oil prices and fear of future supply shortages created a search for alternatives. Oil from lard, linseed oil, alcohol, and coal all entered the market but at higher prices. The prediction of whale extinctions would be proven wrong but helped fuel investment in alternative energy sources. In the 1850s, experiments in coal distillation produced cheaper oil, but only in limited amounts. One source was rock oil, which seeped out of the ground in Pennsylvania and sold for 50 cents a half pint as a medicine for tuberculosis and other ailments. At the time it was known as Seneca Oil because the local Seneca Indians had long used it as a medicine. Pennsylvania distillers experimented with the rock oil, producing a lighter oil called kerosene.

The double distillation process of producing kerosene became a matter of speculative investment, and many of the investors were from New England. The lighter oil (kerosene or “illuminating oil”) could be used to replace whale oil in lamps. The discovery was very timely, as whale hunting could not keep up with the demand for whale oil. Even so, these early kerosene stills could only produce about three to four gallons a day. In 1854, Samuel Kier improved the distillation process by opening up a Pittsburgh refinery at Seventh and Grant Street, the present location of the United States Steel Building. The refinery was considered the first in the Western Hemisphere and had a capacity of six barrels a day. Kier had expanded capacity to 15 gallons a day by 1857. Illuminating oil sold for $1.50 a gallon (the equivalent of about $40.00 today) versus $2.50 a gallon for whale oil. One early and small investor, Andrew Carnegie, would make his first fortune in this Pittsburgh oil refinery.

Petroleum-based kerosene now had a price advantage over whale oil, but a day’s production was about that of the oil from a single whale. Investors, however, lined up to invest in new petroleum technology. All the crude oil Samuel Kier was getting was as a by-product of salt mining. The market for lamp oil seemed limitless. Kier had created demand and incentive for profit, which spurred exploration and technology. The abundance of oil in the woods north of Pittsburgh was a well-known fact, but a method was needed to increase the volume of its production.

That method came from the drilling operation of Edwin Drake in Titusville, Pennsylvania, in 1857. This new source of crude oil was followed by improvements in refining technology. The first real commercial refinery with extensive condensing equipment and chemical treatment capabilities was built in 1861. Though the capacity was 250 barrels of oil a day, this still was only a small amount of the total lamp oil market. The price differential favored kerosene, but it would take another decade for kerosene to fully overtake whale oil.

The American whaling industry saw the handwriting on the wall and downsized quickly. The real reason for the decline of the whaling industry was the high cost of hunting whales, not the shortage of whales. The demand for whale oil continued. Wealthier consumers preferred the brighter light of whale oil. It was still favored for many years as a lubricant and was even used by Henry Ford in Model T transmissions. Whale oil also found a niche as cooking oil.

See also: 1880s—New England Energy Crisis; 1910—Rubber Shortage and Price Explosion; 1914—Crisis; 1973—Arab Oil Embargo Crisis; 1977—Natural Gas Shortage Crisis
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1854—Panic

The 1854 recession was one of America’s mildest; in fact, many economists do not consider it an official recession. The overall statistics suggest that there was no contraction in the economy, but certain segments did feel some negative effects. New York banks that were slightly overextended in canal and railroad investments experienced a run on deposits because of a bank failure. The year 1854 was a tipping point, and railroads were taking away major tonnage from canal transportation. The decline in the use of canals hit some old canal boomtowns and cities particularly hard. Another factor in the recession was the rise in interest rates, which temporarily halted railroad expansion in 1854.

In the 1854 panic, the banks and the press behaved properly in preventing it from spreading. Still, economists continue to study the nature of the 1854 panic because it was caused by rumors in the local community rather than hard economic statistics. Such localized bank runs still occur today. The panic of 1854 was a unique and local New York event, an example of social contagion, in this case among immigrants in the city. The fact that the panic was followed by a dip in the economy, instead of a dip in the economy leading to the panic, confirms that it was an anomaly.

The New York bank runs of 1854 started in December as word spread of the failure of the Knickerbocker Savings Bank, which had suffered from bad management and had taken on risky mortgages. In fact, the Knickerbocker Savings Bank was the only American bank to fail in the 1850s. The other 50 some New York banks were in a strong financial position. The panic of 1854, however, augured the future of bank runs and the changing nature of the banking industry.

New York had become a city of immigrants, and they deposited their money in banks not for the long-run return but for safety. Their experiences in Europe had made them very skeptical of banks. Banks in Ireland, for example, were unpopular with the poor and known for fraud and poor management. Because of high crime rates and risk of fires in the Irish wards (street gangs often set apartment fires so they could rob the tenants), however, the Catholic bishop of New York, John Hughes, had persuaded many immigrants to put their money in the relative safety of a bank.

In this case, rumors of the failure of a big bank like Knickerbocker spread quickly in the shantytowns of the immigrant Irish. Earlier panics, such as the panic of 1837, had been among the wealthy depositors of and investors in banks, who better understood that panicking made their bank’s problems worse. Uneducated immigrants had no concept of how a bank operated.

The bank that suffered most during the panic of 1854 was the Emigrant Industrial Savings Bank (EISB), New York’s seventh-largest bank. Because of the Irish immigration boom, it had experienced rapid growth. The EISB, like other savings banks of the time, discouraged large account balances as a means to protect the bank from cash shortages in the event of a bank run. To enforce this policy, the bank used a discriminatory interest-rate policy. The savings banks at the time paid 6 percent interest on accounts under $500 and 5 percent on accounts over $500. The average account balance for U.S. savings banks was $196. Interest was paid every six months. The average interest payment for the six-month period was $6, at a time when the average wage was around $4 a week. Because the banks paid out interest on these accounts only twice a year, they generally had little cash on hand at any one time, often less than 5 percent. These savings banks did carry government bonds in their portfolio, so they did not have the recourse that other New York banks had to withstand occasional bank runs by redeeming government notes for cash.

Although the bank run of 1854 hit a number of the New York banks, EISB was the center of the panic. This bank, in the Sixth Ward, served new Irish and German immigrants, who deposited their life savings and every six months took the interest for income, leaving the principal for safety (a practice known as “coupon-clipping”). Most of the bank’s depositors lived within a few hundred yards of the bank and came from interrelated families in Ireland. Thus, the panic of 1854 was caused by pure social contagion. The nature of overcrowded immigrant neighborhoods offered a new environment for bank runs. Information (and rumors) moved rapidly in such communities. In fact, 60 percent of the withdrawals during this bank run occurred on the very first day.

Rumors of trouble at the Knickerbocker bank started a run on New York banks in mid-December. Most banks were able to pay off depositors, but rumors persisted in the Irish neighborhoods, which caused the EISB to suffer the greatest losses. The press did an outstanding job of explaining to the community that the banks were sound. Still, the Irish immigrants had a natural fear of bank closings from their European experiences. The New York panic of 1854 left few real scars on the economy but the new role of social contagion would become part of future panics. The national panic of 1857 would reflect this new nature of depositors on a national scale.

See also: 1792—Panic; 1819—Panic; 1837—Panic and Six-Year Depression; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1893—Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis; 2009—Great Recession
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1854—Decline of American Canals

The canal system in America created commerce, a population boom, and a source of employment. The Erie Canal and the branch canals opened up the American breadbasket to European markets. The canal had a second boom when Great Britain repealed the Corn Laws in the 1850s, allowing midwestern grain to be imported into Britain. New York Harbor became one of the busiest in the world. The slow decline of the canals because of the rise of railroads would cause pockets of economic dislocations where the commerce generated by the canals died. The canal recession was, therefore, a localized condition.

The Erie Canal system, with its 4,000 canal boats, employed more than 25,000 people, and in the 1820s would make New York City America’s major port. A trip from New York City to Buffalo that took 10 days by land took only about four days once one could travel on the Erie Canal. Buffalo, at the western end of the canal, grew from a town of 800 in 1820 to a city of 15,000 in 1830. The Erie Canal was 363 miles long, 40 feet wide, and 4 feet deep and featured an amazing combination of locks (84 in total), bridges (about 300), and aqueducts (32 in total) to transverse its uphill path.
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The opening of the Erie Canal in 1825 after eight years of construction. The Erie Canal was the longest canal of its time, running throughout the New York wilderness and linking Lake Erie to the Hudson River. (Library of Congress)

On its route to connect to the port of New York City, the Erie Canal began at the Hudson River near Troy, New York. The Hudson River flows into New York Bay and past the west side of Manhattan. From Troy, the canal went to Rome, New York, and then through Syracuse and Rochester to Buffalo on Lake Erie. Cities on the canal rapidly became centers of commerce and growth. In 1832, the Ohio and Erie Canal branch connected the Great Lakes (via Lake Erie) to the Mississippi River. The last great canal of the pre–Civil War days was the Pennsylvania Canal, which cut through the mountains of Pennsylvania to connect Philadelphia and Pittsburgh. Then, the Ohio-Mississippi river system connected those cities to the world.

When finished, the Erie Canal reduced shipping costs from New York Harbor to Lake Erie by 94 percent. The canal dropped freight costs between Buffalo and New York from an average of $90 a ton to $4 a ton. A person traveled the canal at 5 cents a mile. The Midwest profited from the canal as much as New York. In 1820, fewer than 1,000 bushels of wheat had been shipped to New York; by 1841, that had increased to over a million bushels a year. Similar to the Erie Canal, the Ohio Canal system would be a mother of such cities such as Akron, Ohio, which grew because of its place of portage on the canal as well as Buffalo, Rochester, and Syracuse in New York. Toledo was a canal lake terminus, which made it the grain capital of the nation in 1850, ahead of Chicago.

Canals, however, had their limitations; for example, they froze in winter months. Then the rise of the railroads began to offer cheaper and faster shipping year round. In 1854, railroads overtook canals in the movement of products. By 1854, the railroads had proved highly profitable, earning $2.7 million. In the meantime, canals were past their peak and most were unprofitable. By 1854, canal mileage had leveled off at about 4,000 miles; in contrast, more than 10,000 miles of railroads had been built.

The decline of canals created new problems, jeopardizing many canal cities and changing the lines of commerce in the United States. The canal system had been overbuilt, driven to expand by politicians trying to create local economic booms. The result was heavy debt from overinvestment in canals in states like Ohio, Indiana, Pennsylvania, and New York. Although many canal cities, including Pittsburgh, Cleveland, and Cincinnati, survived the transition from canals to railroads; others, such as Akron, Toledo, and Miami in Ohio and Kingston in New York, faced economic decline. Chicago eventually overtook Toledo as a grain center thanks to the railroads. Toledo and Akron would form business committees to survive the regional canal recessions. Many smaller canal towns, though, would become America’s first ghost towns.

New York’s commerce would decline as seaports such as Philadelphia and Baltimore became major railroad ports. The Baltimore & Ohio Railroad hauled 50 tons of freight 40 miles, using a ton of anthracite coal. The cost of the trip was $16, about half the cost of a canal equivalent. Freight delivery times were now measured in hours versus days. The Pennsylvania Railroad could move freight from Philadelphia in less than 40 hours versus the weeks it took on the canal. A trip from Buffalo to Albany took a week on the Erie Canal but only 15 hours on the railroad. By 1859, the railroads had made the Pennsylvania Canal obsolete and the state sold it, making it the first to fall. The railroads moving over the Appalachian Mountains and reaching Pittsburgh opened up new grain networks to Europe.

In the mid-1850s, some parts of the country experienced a mild recession as the rapid growth of the railroads slowed. The real recession, however, was regional and local as canal towns lost business rapidly throughout the 1850s. Many states were caught with a large debt from canal investment. In addition, the railroads bypassed canal ports, which were left with little but debt. The panic of 1857 and the subsequent six-year recession would drain the states of the money needed to maintain the canals. The Erie Canal and the Ohio Canal system would last into the next century, but canals were never again competitive with the railroads. Furthermore, the remaining unprofitable canals were dependent on government for their survival.
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1857—Panic

The panic of 1857 was preceded by one of the greatest business expansions in U.S. history from 1850 to 1857. Railroad track mileage in the country increased from 9,021 miles to 22,076 miles. Gold production increased 30 percent, and gold discoveries in California and Australia fueled inflation and speculation. The South experienced its own boon as cotton production doubled. The United States became the world’s breadbasket in the 1850s with the repeal of the British Corn Laws and the blockage of Russian grain exports because of the Crimean War in Europe. Wheat prices reached $2.19 a bushel, leading the inflationary trend in commodities.

The U.S. railroads were the biggest beneficiaries of the movement of grain to Europe. American ports also boomed with grain shipments. The railroads, however, overexpanded, fueled by an investment bubble in railroad stock prices. These basic economic trends created a boom market in mining, iron production, farm machinery, and transportation to the West, but this prosperity had also brought inflation, overinvestment, and speculation. Commodity markets reflected a bubble that matched the bubble building in railroad stocks. The nation’s expansion had reached its limit by 1857.

One of the big problems was the bubble from speculation in railroad stock and western land. The rapid price increase was followed by more corruption and land schemes. Railroads used their stock and bond floats to raise excess money. The railroads had overexpanded and were overcapitalized and underutilized. The bubble of 1857 was essentially no different from those that occur today.

European farmers produced an abundant grain harvest in 1856–1857, and that hurt America’s western railroads, which depended on grain shipments. In addition, the end of the Crimean War brought Russian grain back into the world market. Wheat prices dropped to 80 cents a bushel, causing a major drop in shipments. Western land prices fell after the collapse in the stock market, and mortgage bankruptcies spread. The loss in railroad revenue was rapid and deep, and as word of these losses spread, inside investors were pressured to dump railroad stocks. The bust in the stock market created major runs on banks throughout the nation. Businessmen got out first leaving no funds for the average investor.

Speculation had created bogus land-holding companies known as “paper railroads.” These paper railroads were land schemes based on speculation about the location of new railroad routes. Scandals involving stock fraud increased throughout the 1850s. In July 1857, stock prices started to fall. Finally, in August, a major grain wholesaler, N. H. Wolfe & Company, failed. Market confidence was badly shaken, and rumors started about potential failures in the grain-dependent railroads. Foreign investors became nervous and started to pull money out of American stocks. In mid-August, Ohio Life & Trust, which specialized in managing foreign funds for western investments and railroad stocks, went into bankruptcy. The manager of Ohio Life would be charged with embezzlement. The Ohio Life failure started a true stock sell-off. A week later the Michigan Central Railroad failed, causing a further sell-off of the market.

With Europe connected to the United States by the transatlantic cable, people there got the news from America daily and a panic started in Europe. Not surprisingly, trading corruption also surfaced. With foreign money being pulled out of railroad stocks, the bankruptcies of the Erie and Pittsburgh Railroad, the Fort Wayne & Chicago, the Lackawanna & Western, and the Illinois Central created a bigger panic in October. Most of these railroad company stocks had been overinflated due to speculation. The government halted its gold transfers to banks, which created a run on the banks. Banks closed for weeks only to be greeted by bigger runs upon reopening. Although the stock market crisis bottomed in late October, the panic moved on to Main Street. Banks were forced to take bank holidays throughout the month to limit the runs. In Philadelphia, the Bank of Pennsylvania failed. The panic quickly moved the country into recession.

Pig iron production dropped dramatically throughout 1858. Pittsburgh, Ohio, and Michigan were hit particularly hard. As the panic progressed, orders for iron and machinery were cancelled. The nation’s largest employers, the railroads, halted construction as business dropped by 40 to 50 percent. Bankruptcies of small businesses started to ripple throughout the West and Midwest. Banks closed throughout the United States. Insurance companies and small towns struggled as many had railroad bonds in their portfolios. More than 5,000 businesses failed within a year. Layoffs and gang wars in New York added to the social unrest.

President James Buchanan and Congress put together an alliance of private banks to function as a central bank to stop runs on gold. In New York and other large cities, local public works were planned to help the unemployed. Soup kitchens were organized as fears grew that European-style unrest might spread to the United States. The panic of 1857 caused interregional stress as well. The South, which maintained its cotton-based prosperity, felt burdened by the “greedy” New York bankers and Wall Street. The public, in general, was upset with the scale of corruption unveiled by the panic. It would take the Civil War to fully pull America out of this recession. Typically, in the days before the Federal Reserve and active government interventions, recessions would run about five to ten years.

See also: 1792—Panic; 1819—Panic; 1837—Panic and Six-Year Depression; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1893—Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis; 2009—Great Recession
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1861—Civil War Economics, Shortages, and Inflation

One cause of the Civil War was the difference between the economies in the North and South, and these economic differences continued to play out during and after the war. The Civil War would bring prosperity to the North and a major advance in industry. It also brought an end to the long recession after the panic of 1857. Both sides suffered shortages during the war, but the South’s were extreme because of naval blockades of foreign goods and because it had no access to northern manufacturing. The South also had labor shortages throughout the war. The South had been fighting for lower tariffs for decades, but though the war brought the desired removal of tariffs, the Union naval blockade prevented the South from benefiting. Southern shortages of clothing were worse than in the North; though the South had the cotton, it depended on New England and Europe to convert it into cloth. After the war inflation increased prices in the North and the South about 75 percent.

During the war, labor shortages were less problematic in the North because the flood of Irish immigrants that flowed into New York, Boston, and Philadelphia was a source of soldiers and cheap labor. Young male immigrants were barely ashore before they were enlisted and marched off to train. The average recruit on both sides earned about $13 a month with a reenlistment bonus as high as $200. Both sides instituted a draft to fill their army’s ranks. In the North, a draftee could purchase a substitute for $300. With the average wages in the North being $500 a year, however, substitution was mostly for the wealthy. The draft would eventually lead to riots in New York and other cities; the 1863 Draft Riot in New York took 150 lives. The Union was forced to withdraw battle-hardened troops from Gettysburg to stop a week of riots and the burning of city blocks.

The cost of the war resulted in the first direct taxation of Americans on both sides. Before the Civil War, most of the government income came from tariffs. The North used a package of excise, direct, and income taxes to finance the war. Excise taxes, which were imposed on the manufacture and purchase of all products, were the most effective in raising funds. As the war progressed, the North imposed a 5 percent tax on incomes over $600 and a 10 percent tax on incomes over $10,000. The income tax, at best, accounted for 20 percent of the war funding and required a new federal agency to collect the taxes. The Confederacy used direct taxes on agricultural products initially but lacked the administration to fully collect taxes. Later in the war, the Confederacy imposed an income tax but lacked the administrative power to fully enforce it as well.

Currency was a major problem for smaller businesses, even in the North. The strong northern banking system was able to support manufacturers, but the government quit minting coinage at the start of the war. The supply of coins in circulation dried up and the federal government began issuing paper money. The general public lacked confidence in these “greenbacks” with good reason. By the end of the war, they were worth only 39 percent of their original value. In total, the government issued $500 million in greenbacks. Many merchants, however, reverted to bartering and IOUs. The government issued fractional paper money and glueless stamps to be used as replacement for coins.

The Confederacy had even greater problems with its currency. Initially, the Confederate paper dollar was valued at 95 cents in U.S. dollars. By 1863, the Confederate dollar was worth 37 cents. At Lee’s surrender, a Confederate dollar was worth 1.6 cents, and a month later it sold in bales of 1,200 dollars for one U.S. dollar. By 1863, a Confederate soldier could not feed his family on the pay he earned, forcing wives to move into the labor force.

Lincoln also used tariffs to raise money for the war (war had been a basic use of tariffs for decades). Protectionism remained the core policy of the Lincoln administration and provided a solid income stream for the North during the war. Lincoln’s economic adviser, Henry C. Carey, was a huge supporter of Clay’s American System and a strong supporter of tariffs throughout the prewar period. Tariffs would drive pig iron production up, and there is no demand for iron such as that created during war. As much as 25 percent of the union’s artillery (15 percent at Fort Pitt Foundry alone) was made in Pittsburgh, creating a boom previously unseen in the industrial North. At least 80 percent of the Union’s naval iron plate for ships was made in Ohio and rolled in Pittsburgh. Most of the Union’s armor plate was rolled in Pittsburgh. All of the artillery carriage axles and most railroad axles were also forged in Pittsburgh. Most of the raw pig iron, however, came from southern and eastern Ohio. Cleveland, Ohio, which had no iron foundries in 1860, had more than 50 after the war.

See also: 1812—War of 1812; 1820s—Cotton Recession; 1828—Tariff of Abominations; 1857—Panic
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1862—Union Blockade and Inflation

A major part of the Union’s success in the Civil War was its blockade of southern ports. The Union would use 600 ships to blockade 3,500 miles of coastline. The blockade, which stopped both outgoing cotton and incoming military and industrial goods, proved successful at forcing economic depression on the South as well as limiting its ability to fight. Before the war, southern ports averaged 5,000 ship visits a year; under the blockade that number fell to less than 2,000 a year. Cotton shipments backed up throughout the South, depressing the price from 23 cents a pound to 5 cents a pound.

The North’s blockade of the South created some of the highest inflation rates ever in the United States. The economic hardships on the South surpassed even those of the Great Depression of the 1930s. The population of the South and its military made historic adaptations to press on despite these hardships, but over the war years, the Northern blockade slowly starved the South economically.

The hardest effect of the blockade was the devastating inflation on necessities in the South. The South more than the North experienced huge price inflation in foodstuffs. Wheat prices went from $4 a barrel to $20 a barrel, and corn prices rose from $15 a barrel to $400 per barrel by the end of the war. Flour went from $6 a barrel at the start of the war to more than $500 a barrel. Meat was even more expensive—if you could even get it. Beef went from 12 cents a pound to $8 a pound and pork from 13 cents a pound to $9 a pound. Sugar and molasses were in very short supply. People in southern cities were reduced to eating crows, cats, and dogs. Even on the plantations, the owners had to subsist on the diet of the slaves, who had learned survival living using low cuts of meat and garden vegetables.

When tea and coffee prices went from 35 cents a pound to $60 a pound during the war years, southerners turned to an array of leaves and herbs to make tea. Coffee, however, was the most popular hot drink in the North and the South. The Union army went to great lengths to have a never-ending supply of coffee for the troops, and even the general population was rarely short on supply in the North. Coffee drinkers in the South suffered most from the blockade. Coffee became almost nonexistent, and what little was available was reserved for the army. Troops often added extenders like chicory to make their coffee supply last. Salt, while available in the South, was in very short supply because of the blockade and the South’s crumbling transport infrastructure. The lack of salt exacerbated the meat shortage because salt was needed to preserve meat.

Whale oil, candles, and kerosene were also cut off in the South, although their rural roots helped southerners turn to alternatives such as beeswax and tallow for candle making. Kerosene was replaced by linseed and peanut oil for lighting lamps. Firewood was also in short supply in Southern cities, forcing buildings to be used for firewood. For cloth, Southerners returned to home production and the use of flax. Shoes, which sold for $125 to $600 dollars a pair, became another acute problem in the South.

On the other hand, tobacco was one of the few shortages to hit the North harder than the South. Union soldiers often traded coffee for tobacco from Confederate soldiers. The northern population still craved tobacco, but the North imposed a high tax on tobacco products to help fund the war.

Cotton plantations were backlogged with cotton and had too many slaves to feed, so they switched to producing other products, such as tobacco, animals, and vegetables. Slaves were loaned out to work off the plantation and used to make up for an extreme shortage in labor. Southern manufacturing lacked labor and raw materials. It also lacked the technology for rifle production, making the South dependent on Europe for more than 70 percent of its rifles and gunpowder as well as 30 percent of its lead. Rifles were the first priority in blockade running. For large artillery, the South was able to set up its own foundries. These iron manufacturers also supplied iron for the South’s ironside ships used against the blockade. Gunpowder, however, came from mostly French powder mills and was another priority item for blockade runners.

Blockade running, although dangerous, paid huge profits and was the lifeline of the South. Blockade runners would become wealthy in supplying the South. Cotton could be purchased for 5 cents a pound in the South and sold in London for 50 cents a pound. Luxury items could command huge profits. These low-volume/high-price items could make an entrepreneur wealthy in one shipment. The profit potential brought British capital into the blockade-running business, building ships with a low draft and powerful steam engines and painted gray to avoid detection. For some coastal cities in the South, blockade running was the only business left. Hotels survived on the influx of foreign agents who arrived to set up blockade runs. Blockade runners found early success in supplying 400,000 rifles to the Confederate Army, which accounted for 60 percent of the South’s rifles. By the end of the war, the British were getting most of the South’s cotton through the blockade, but its low purchase price did little to help southern planters.

See also: 1800—Trade Interference by Barbary Coast Pirates; 1807—Economic Embargo and Depression; 1812—War of 1812
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1869—Grant’s Recession

Grant’s recession, named after President Ulysses S. Grant, was one of America’s mildest recessions. Some of it was the result of the natural contraction in the economy after the Civil War, but it is best remembered for the first “Black Friday,” when the gold market in New York crashed on September 24, 1869. The crash was the result of an economic scam and a political scandal. The stock market plummeted 20 percent, and agricultural products plummeted 50 percent. The crash caused a short but severe disruption in the economy. The railroad industry slowed as well, in part due to overexpansion and its role in the gold market. Grant’s recession would eventually lay the groundwork for the panic of 1873.

The crisis of 1869 was rooted in the expansion of credit to finance the Civil War. The North had large gold reserves before the war, but these were quickly used up in the first two years of the war. In 1862, the Legal Tender Act permitted the use of paper money and took the government off the gold standard. The act authorized the printing of more than $150 million in paper money, known as “greenbacks,” issued with little gold or silver backing. Such a rapid expansion of credit created massive inflation as the war ended. After the war, greenback dollars dropped in value to 35 cents in equivalent gold. The low gold value of the greenback gave the government an opportunity to use its remaining gold to pay off the war debt.
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Ulysses Simpson Grant is best remembered for his military leadership during the Civil War and for the corruption that characterized his presidential administration during America’s Gilded Age. (Library of Congress)

The Grant administration decided to start using gold for a debt payback plan. Because the government controlled most of the gold market, it, in turn, controlled the price. However, speculators could make money if they could discover when the government planned to sell. The government’s general plan for selling gold was far from secret, but speculators such as railroad barons James Fisk and Jay Gould had an insider in the administration, financier Abel Corbin, who was Grant’s brother-in-law and was close to him. Fisk and Gould arranged that Corbin would, in Grant’s presence, argue against the government selling gold. Corbin also persuaded Grant to appoint his friend Daniel Butterfield assistant treasurer of the United States. Butterfield then plotted with Fisk and Gould to corner the gold market by tipping them off when the government was to sell gold. Quietly, Fisk and Gould proceeded to corner the gold market by buying massive amounts.

By the end of August 1869, the government payback plan had proven very successful. The money supply and the price of gold remained steady as $50 million of the national debt was reduced. The government varied its moves in the market, believing, based on the market indicators, they had held off speculation. Fisk and Gould, however, with their inside information, were sitting on a mountain of low-priced gold. It was only with the rapid rise in the gold price in late September that the government became aware of their scam. One tipoff was the brazen attempt to include more government officials in the scam.

As Grant implemented his payback plan, gold had started to drop in value. Fisk and Gould would move in and buy at these low prices, which reached $130 an ounce. Prices started to rise as the Fisk and Gould group hoarded gold. The government had hoped to sell about $4 million of gold, but the total gold market was small, around $15 million. Fisk and Gould had gained control of the market. They could now drive the price of gold up, making a huge profit.

Slowly the price of gold started to rise with the aid of hoarding by speculators. By late in the year, a Double Eagle $20 gold piece was worth $26 in gold. In September, gold hit a high of $162 an ounce (a high that would take 100 years to hit again). Once the government fully realized (or discovered) what was happening, Grant ordered $4 million of gold to be sold. As the government gold hit the market, a selling panic set in. The price plummeted in a few minutes, destroying many uninformed speculators. Grant’s brother-in-law went bankrupt, though Fisk and Gould were able to escape with little harm. The stock market followed with its own crash, spreading the harm to innocent investors. A large number of brokerage houses were pulled into bankruptcy.

The crash of the gold market caused a major decline in wheat prices. In 1869, the American harvest had been bountiful, and farmers had hoped to sell wheat in Europe at high prices. Instead, farmers found a depressed wheat market that resulted in major financial losses for many of them. As the stock market crashed, industrial orders were canceled, and industry would be paralyzed until the start of 1870. Because the underlying foundation of the economy was strong, however, industry returned to production once the stock market also returned to normal. The railroads, however, were severely slowed in their expansion. In addition, the government corruption would hurt the ability of the United States to get cheap money for its rebuilding after the war.

See also: 1861—Civil War Economics, Shortages, and Inflation
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1873—Panic and Global Depression

The panic of 1873 hit the nation hard. It lasted five years, created 30 percent unemployment, and left another 40 percent of the population working for less than seven months a year. The panic of 1873 was the first time an American panic would drag the whole world into depression. Banker Thomas Mellon called the panic of 1873 the “most disastrous and extensive collapse since that of 1819.” A quarter of the nation’s 360 railroads failed, as did 20,000 other businesses. Nationwide, 3 million people would lose their jobs while daily wages fell 25 percent. Financial and political scandals of the period further rocked investor confidence.

Railroad workers suffered a 35 percent decrease in wages during the panic, and wages for Ohio coal miners dropped by half. In New York City, more than 50 soup kitchens were serving more than 20,000 hungry persons every day. There were more and more tramps on city streets, and Andrew Carnegie remarked that he had to step over tramps to get to his New York office. The New York Times suggested getting a dog with good teeth as protection against the tramps. Oil had dropped from $3 a barrel to 50 cents a barrel. Agricultural products dropped a similar percentage, causing farms to fail and a dramatic decrease in railroad profits.

By 1873, the U.S. economy was showing strain after years of expansion and government corruption had eroded public confidence in business. Like many panics, the panic of 1873 started as a bank crisis in New York in conjunction with investment house problems. Within a few days, the stock market closed for the first time in its history. The main cause of the panic was railroad speculation after the Civil War. Railroads had continued to expand building on the enthusiasm created by the Transcontinental Railroad. The panic was part of almost 100 years of exponential growth in the railroad industry, which drove a world industrial boom.

On May 10, 1869, East and West coasts of the United States were linked via the transcontinental Union Pacific and the Central Pacific railways, which created an economic boom. In 1850, there were only 9,000 miles of track in America; that grew to 30,626 miles of track in 1860 and 52,299 miles by 1870. Later, the government poured new money into a new line—the Northern Pacific—and speculators followed quickly.
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On September 19, 1873 (a day that became known as Black Friday), the New York Stock Exchange announced that the important investment banking firm of Jay Cooke & Company had collapsed after investing too heavily in railroad securities. This newspaper illustration depicts the closing of the Stock Exchange’s doors to its customers on Saturday, September 20. The financial depression caused by the Panic of 1873 was one of the worst in American history. (Library of Congress)

The Railroad Act of 1864 had created a system of corruption that made many investors rich. This act would show the worst aspects of government involvement in such projects. It created a new stock company, Credit Mobilier, which set the price of supply contracts for the railroads. If a shovel cost a dollar for Credit Mobilier, the company might charge Union Pacific $3. Credit Mobilier overcharged for the actual cost of track laid. The project now generated dividends for its stockholders at the expense of the government.

The Union Pacific Railroad, for example, was a network of corruption: for every $3 spent by the government less than $1 went to actual construction. The government would pay in bonds at the rate of $16,000 a mile in the flatlands, $32,000 a mile in hilly terrain, and $48,000 a mile in the mountains. In addition, the railroad’s builders received 6,400 acres of land for every mile completed, which they could sell or lease to settlers. In the early 1870s, there was a true bubble in railroad stocks. Railroads expanded with wheat production in the West, while wheat prices were falling as well. The speculation was that eventually wheat exports would make the railroads profitable.

However, the railroads were undercapitalized and not producing profits. Grain prices had continued to fall, further reducing railroad profits. New York banker Jay Cooke, the builder of the North Pacific railroad, was behind the railroad stock bubble and involved with the overselling of Northern Pacific stock and bonds. Rumors of financial scandals within the Cooke firm started to surface. Meanwhile, the Northern Pacific was in dire need of capital, and Cooke could not sell more bonds with the rumors swirling around his firm. In early September 1873, some small railroads went under, and a stock panic started to build. On September 18, 1873, which became known as Black Thursday, Cooke’s large investment house failed. Black Friday, September 19, brought the failure of others. A full-blown panic began, and the market crashed. Western Union led the crash, as stock prices fell from $75 to $59 on Black Friday.

The stock market crash started a banking panic with the public. The United States lacked the Federal Reserve System of today. Loans were “callable,” that is, a bank could call in a loan and demand immediate full or partial payment. As the bank runs reduced the cash on hand, banks had to call in business loans to generate cash, which, in turn, created a downward spiral. The panic spread quickly across the Atlantic. London had supplied a great deal of the money to fuel the American railroad expansion (more than $30 million). Europe, in total, had invested more than $240 million in America railroads. Thus, the American stock crash created a credit crisis throughout Europe as well.

Industry was suffering within weeks of the panic. In 1873, at least 5,100 firms went bankrupt; and by the peak year of the depression in 1878, more than 10,000 failed in total. It was not just manufacturing that suffered, however. The credit crisis forced H. J. Heinz’s first company into bankruptcy. Some of the “kings” of Wall Street filed for personal bankruptcy. The price of wheat continued its decline during the depression and thus eroded railroads’ cash on hand. As the railroads shut down, so did America’s steel mills, which had boomed under the great expansion. Business activity dropped by 33 percent (in comparison, business activity dropped by 55 percent during the Great Depression of the 1930s). The depression of the 1870s would remain the “Great Depression” until overtaken by the depression of the1930s.

See also: 1792—Panic; 1819—Panic; 1847—Panic; 1857—Panic; 1893—Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis; 2009—Great Recession
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1877—Great National Railroad Strike

By 1877, the nation was still struggling from the panic of 1873, and the national unemployment rate was higher than 20 percent throughout the United States. The two biggest employers in the nation were the railroad industry and the steel industry. The depression of the 1870s had squeezed the profits of the nation’s railroad companies. The Pennsylvania and the Baltimore & Ohio railroads decided to lay off thousands and asked the remaining brakemen and firemen to take a 10 percent pay cut while doubling their workload with “double-headers” in which two trains and two engines (two locomotives and 34 cars instead of one locomotive and 17 cars) were combined but manned by a single crew. These actions by the railroad led the workers of the Pennsylvania Railroad to call for a strike on July 14, 1877, that spread from Maryland and West Virginia to Chicago and further west to California.

The railroads thought they had the upper hand in this dispute because railroad wages were the highest in the nation, and the nation was in a depression. Nonetheless, the workers were able to unite, and the nation experienced its first national strike, which shut down most of the country for weeks. The railroad workers were making $5 to $6 a week; in comparison, steelworkers averaged $3 a week. Most railroad workers, however, were only getting work six months of the year. A major source of the conflict was the poor economy, which was hurting the companies, their investors, and workers. Yet the wage cuts for rail workers arrived along with the news that the railroad companies were increasing dividends for investors. This more than anything angered the workers. The payment of increased dividends to investors while thousands were unemployed or getting pay cuts would gain public support for the workers. In addition, the public blamed the railroads and associated corruption for the nation’s depression.

The rail strike started on July 14 at Martinsburg, West Virginia. On July 16, the strike spread to Camden Yards outside Baltimore, where workers demanded that wages be reinstated. The strike moved quickly along the line to West Virginia and further west. At Cumberland, Maryland, the strike turned violent. In Baltimore, 10 strikers were killed as they faced off against federal troops. On July 19, workers on the Pennsylvania Railroad joined the strike and took control of the Pittsburgh station and the switches. On the morning of July 20, no trains were moving in Maryland, Pennsylvania, West Virginia, Ohio, and Illinois, completely shutting down East Coast commerce.

During the peak of the riots in Baltimore, gangs, socialists, and the unemployed joined the strikers. In major cities, the unemployed flooded the ranks of the strikers, raiding railroad cars for food and goods. Pittsburgh became the center of violence because of its railroads and depressed industries. The strike soon spread to another center of unemployment, Chicago, but its epicenter was Pittsburgh.

The riot in Pittsburgh started on July 21, 1877 as the first double-headers arrived at the Pittsburgh station. Rioters overturned locomotives, pulled up tracks, and set the Union Depot on fire. Pittsburgh erupted in violence, and the state militia arrived. Tracks were torn up and cars burned. The unemployed and street gangs joined in the riot, the looting of stores started, and shooting broke out on both sides.

By the end of the day, 20 people had been killed, including the sheriff, and hundreds of wounded were lying on the sidewalks. Pittsburgh’s Catholic bishop walked the streets, giving last rites to the wounded; another nine would die in the streets. The Pittsburgh Station was torched and more than 1,000 freight cars of products were looted as other citizens joined the riot. In all, 1,383 freight cars, 104 locomotives, and 66 passenger cars were destroyed in Pittsburgh, and 39 buildings burned to the ground.

President Rutherford Hayes rushed in federal troops to help the overwhelmed state militia. Fear seized the city. Pittsburgh’s damage came to more than $5 million. The strike moved west into Ohio, where the governor encouraged the formation of private police forces to protect property and put militia and heavy machine guns on the trains.

Chicago also had significant riots and property damage, and the death count reached 20. A mob of more than 20,000 terrorized Chicago, and the city was totally closed down. Rich neighborhoods hired police to secure their homes and gardens. It was the perfect storm as the recession, a heat wave, the unemployed, and strikers came together on July 21, 22, and 23. The strike went on for 45 days until total peace was restored. Eventually the federal and state militia prevailed.

With the tracks torn up between Baltimore and Pittsburgh and Chicago, the nation’s industry came to a standstill. Other disgruntled workers joined the strike: coal miners in Illinois and steelworkers in Pittsburgh. The riots had spread to the West Coast by July 24, and violence erupted in San Francisco when unemployed Chinese immigrants joined in the strike. The country had never known such violence except in war and would never see such civil unrest again until the civil rights riots in the summer of 1967.

Initially, the railroad workers had widespread public sympathy and support. As violence increased and the riots evolved, however, the workers lost that support. The workers also lost the support of the press, which had initially supported the strikers, because of the increasing violence and the inclusion of socialists and communists in the movement.

Still there was little sympathy for the railroads. They had won the wage battle but at a great cost to equipment and property. The nation realized that the strike had a lot to do with the high unemployment rate. Many cities started funds to employ the unemployed for service work to take people off the streets and keep them from joining such riots.

The Great National Railroad Strike would change the course of American unionization. Unions learned the importance of better organization. They also learned the importance of public opinion. The public wanted no part of the socialist movement that was spreading violence across Europe. The railroad companies changed their strong-arm approach to employee grievances, realizing that the property cost of such strikes far outweighed the wage concessions. Within five years, the major railroads had injury insurance, unemployment insurance, and pensions for their workers. The railroad companies also added air brake technology to eliminate brakemen (one brake man was previously needed per two cars) and to allow for double-headers. Mayors and capitalists learned to pool money to help ease the pain of unemployment in cities. The violence of the strike also slowed a rising popular movement toward European-style socialism.

See also: 1894—National Labor Unrest; 1902—National Anthracite Coal Strike; 1919—National Steel Strike; 1936–1939—Labor Uprisings; 1959—National Steel Strike; 1981—Air Traffic Controllers’ Strike
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1880s—New England Energy Crisis

The 1880s were a tipping point for energy usage in the United States. The country was transforming from wood-based energy to coal. The crisis began at a time when many charcoal iron furnaces and glass factories were closing for lack of hardwood for fuel. The New England glass industry had been based on the abundance of hardwood for fuel, but that supply was dwindling. By the early 1850s, good hardwood had been lumbered out and a new fuel—coal—offered better efficiency. Some New England firms successfully switched to softer woods, such as pine, but these glass factories consumed enormous amounts of wood.

A factory could easily consume 10,000 cords of wood in a year. In good times, a glass factory would consume a football field of forest in a week! A century earlier, England had banned the use of hardwood in glass factories because of the navy’s needs for shipbuilding, but America, with its vast forests, remained a wood-based economy. Coal, however, was abundant in Pennsylvania and West Virginia, and that abundance fired the emerging glass industry of the area and was driving a glass industry exodus from New England. Pittsburgh was the first to benefit; its glass industry was dominant from 1850 to 1880 because of the nearby coalfields. Coal heating could substantially increase productivity by producing more molten glass per hour with larger glass melting pots.

The last of the New England glass industry exodus came with the discovery of natural gas in West Virginia, then in Ohio. Gas could supply higher heat than coal at about a third less cost. This new fuel further strengthened the cost advantage West Virginia and Ohio glass makers held over competitors such as New England Glass and the Pittsburgh glassmakers. An average coal- or wood-fired glass factory might have six pots of 700 pounds each that they used for melting glass. With gas, the average glass factory could have ten pots of 2,500 pounds each. In addition, oil had been growing as a competitive industrial fuel.

The energy shortage in New England had now changed the cost balance in the industry. The glass industry was still labor intensive, but skilled workers controlled the operation. Skilled workers amounted to about 20 to 30 percent of the manpower with the other 70 to 80 percent being unskilled. Overall labor costs amounted to 40 percent to 50 percent of the manufacturing costs. The western glass producers of Pittsburgh and West Virginia presented unbeatable competition with cheap, available fuel and more flexible, low-cost, unskilled labor.

The western producers had natural gas and plentiful coal for the glass and annealing furnaces. Wages for skilled glassworkers were higher in the West, and this was causing the skilled glassworkers to emigrate from New England. New England Glass’s overall labor costs were around 52 percent of the company’s total costs, which was higher than the national average of about 42 percent. Although wages for skilled workers were higher, wages for unskilled were lower in the West because of the availability of cheap immigrant labor and cheap child labor to balance the high cost of skilled glassmakers. In general, after a century of the guild system, New England workers were very inflexible in staffing arrangements and work rules.

By the mid-1880s, most of the major New England glass companies had relocated to West Virginia. The one exception was New England Glass (later renamed Libbey Glass), which was the largest. Union demands at New England Glass to meet the higher wages for skilled glassmakers would be the last straw. New England Glass would move to Toledo, Ohio, to use three potential fuels in the area. First, a major natural gas deposit had been found in Ohio, and natural gas was cheap, if not free, for glass companies willing to move. Second, the railroads had made coal as cheap in Toledo as it was in Pittsburgh. Third, pipelines from the Cleveland refineries and rail connections made oil available as an alternative fuel. New England Glass built furnaces that could run off all three fuels, so it would never again become dependent on dwindling energy sources. The availability of these cheap fuels would destroy the once-prosperous glass industry of New England, New Jersey, and eastern Pennsylvania. The same would be true of the iron industry on the East Coast.

The shift in industry to the cheaper energy sources came with many social problems and disruptions. The New England glass industry had been based in the Boston area, where plenty of unskilled labor was available for the massive requirements of glassmaking. Hundreds of glass companies moved to Ohio for the cheap energy but then found a lack of cheap, unskilled labor. As a result, child labor became the standard in Ohio to meet the shortages. Large families were paid bonuses to move to Ohio. Companies hired “boy-getters” who were paid to find boys to work in the factories. These boy-getters in return might pay an orphanage or a poorhouse for boys. Worse yet, companies brought in trainloads of orphans from cities like New York.

Child labor was a serious problem in the late 1800s. Estimates suggest that 25 percent of the workers in the American glass industry were boys younger than 17 years. The window and plate glass industry used many fewer, about 4 percent. In general, state laws had a minimum age of 10 years for glassworking and 12 years for coal mining operations, but these laws were often ignored. By the 1880s, Ohio law required workers to be 12 years old and restricted their work to 10 hours per day. The state required a signed certificate by the boys’ parents. State inspectors were often paid off or simply overlooked violations. The problem would not be resolved until the 1920s.

Skilled glassworkers had another problem. Most of these workers were accustomed to city living. Nearly half of the skilled glassmakers who moved from Boston to the West for work later returned to Boston. The Irish workers who stayed seemed more interested in drowning their homesickness, their hatred of the unrelenting humidity and heat and endless plagues of frogs and mosquitoes, and their frustrations at plant operations in the barrels of the local beer. Cities such as Boston also suffered from high unemployment with the loss of one of its major industries. Many old glass towns in the East would not fully recover from the devastating deindustrialization until the late 1890s.

See also: 1850—Whale Oil Shortage: The First Energy Crisis; 1910—Rubber Shortage and Price Explosion; 1973—Arab Oil Embargo Crisis; 1977—Natural Gas Shortage Crisis
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1882—Bessemer Process and the Labor Crisis

Economic crises come from many causes, including financial panics, natural disasters, business cycles, and speculative bubbles. Major technology revolutions, however, often cause a deeper economic transformation and more disruption than those rooted in markets. The Bessemer automated process of steel making would transform American industry, the labor market, and the union movement and would cause the type of labor disruptions not seen since the automated loom was introduced in Europe in the prior century. It would fracture the union movement, which was based on skilled workers, as unskilled laborers came to dominate manufacturing. It would put more than 200,000 skilled workers out of work, force wages down, and change labor forever. Ironically, this transformation came from the son of a dislocated weaver from Scotland, Andrew Carnegie.

Before the 1870s, most steel was made by the puddling process using highly skilled craftsmen. Puddling furnaces heated pig iron to a gooey mass that was worked as a ball to remove carbon and produce steel. A skilled puddler would use a hooked rod to pull a pasty mass out of the furnace, where it was moved to a forging hammer that squeezed and hammered out slag while burning out carbon to make steel. A puddling furnace could melt a 500-pound “heat” of pig iron. This puddled wrought iron was the raw material for rolling and nail mills. Puddlers were the highest-paid craftsmen in the country, making as much as $25 a week at a time when unskilled labors made 60 cents a day. A puddler and his crew could process four to five heats into wrought iron in a nine-hour day.

The new Bessemer process could equal that production in 30 minutes using cheap unskilled labor. The old puddling furnace could produce a ton of steel in eight hours at a cost of $300 per ton, but a Bessemer converter could produce 25 tons of steel in eight hours at a cost of $60 a ton. By 1879, a single Bessemer converter could produce in 30 minutes as much as 20 times the output of a full day’s work of a puddler, and the amount of steel produced at Andrew Carnegie’s Edgar Thomson Works in a single day was more than all the world’s puddlers could produce in a day. Furthermore, a Bessemer steel operating crew required much less skill than the puddler and his crew. The puddling process would hang on at small specialty steel manufacturers, but the puddler’s craft went the way of horseshoe farriers after the introduction of the Model T. The use of unskilled labor in manufacturing goods was a profound change in American industry, and it would shake the roots of the union movement.
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Harper’s Weekly illustration of the Bessemer steel process. English inventor Henry Bessemer’s process for purifying low-quality iron enabled steel, the essential material of the Industrial Revolution in the nineteenth century, to be manufactured more cheaply and quickly. (Library of Congress)

The biggest problem with American workers’ unions was the structure of the union itself. The unions of the 19th century were very different from the industrial trade unions of today. They were craft-specific unions of skilled workers such as miners, puddlers, glass blowers, iron rollers, iron heaters, shoemakers, cigar makers, bricklayers, and colliers. Such crafts guilds had been broken up in Europe, but early American immigrant craftsmen had blended union strength with the guild structure.

Crafts unions acted in their own interest even when part of a large company. There were entrance barriers to the crafts union, which favored families, clans, and nationalities. Once in the union, the worker had to progress through an apprentice program to the master level. For example, a master puddler was in charge of his own group of apprentices and helpers. Most of the time the company paid the master, who in turn paid the helpers and apprentices. These unions were resistant to any management supervision or direction. The crafts union usually set production limits, too. For example, puddlers worked at most fours heats a day.

The unions were sensitive to the introduction of new technology, which allowed less-skilled workers to perform the same work. Furthermore, the workers in a guild generally refused to allow entrance to new immigrants. Many nationalities were antiunion; for example, German Americans were antiunion because they believed unions had destroyed the socialist guilds. Still, they wanted a strong guild system, but that model did not fit an industrialized a nation. Management saw other problems, such as their loss of control of over operations and production limits.

It would take automated processes to break the control of the crafts unions. In 1878, the puddlers union still controlled the older steel plants and that year won a tough victory in the Pittsburgh Puddler Strike, which included James Park’s Black Diamond Steel, Reuben Miller’s Crescent Iron Works, the Hussey family iron works, and William Clark’s Solar Iron Works. The massive Bessemer steel-making plants, however, were the real threat and would drive the puddling operations out of business.

The crafts unions hoped to unionize the new technology along crafts lines, but the American union movement became divided as the skilled laborers in the Amalgamated unions did not allow the unskilled laborers, who dominated the automated process factories such as Carnegie’s Bessemer steel mills, to join their unions. The unskilled laborers were ultimately represented by the Knights of Labor, a national union.

In July 1882, the Amalgamated Association of Iron and Steel Workers decided to take a bold move to strike for recognition. The national strike would pit 35,000 members against 116 mills in seven states. The Pittsburgh glass houses and mines joined in, raising the number of strikers to nearly 100,000. Manufacturers united to battle the strike, which was focused on Pittsburgh. The growing differences between the Knights of Labor and Amalgamated helped to weaken the strike effort, however.

Although local strikes continued for years, the main strike was crushed by November. Over the decades, the unions would come to accept unskilled labor and reject the crafts model. Combining skilled and unskilled laborers in the unions allowed for unity during labor disputes. The union model, however, would set wages based on longevity instead of skill. Tens of thousands of workers would be stripped of the higher wages due skilled craftsmen and would become dislocated in American society.
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1882—Recession

The 1882 recession was a mild contraction after the economic expansion that started in 1879; however, it would deepen into a depression after the panic of 1884. After the panic of 1873, the nation lingered in a six-year depression. The passage of the Redemption Act in 1879 marked a change in U.S. economic policy: greenbacks were now fully convertible to gold. This restricted the U.S. money supply in 1880 and might have sent the economy back into recession if it were not for massive crop failures around the world in 1879 and 1880. Europe faced a general famine, and, as the price and the shipments of American wheat to Europe increased, gold flowed into the United States in payment.

The situation in Europe was so bad the British House of Commons closed the country down for a day of prayer. To pay for agricultural products, France exported $30 million in gold to the United States, Great Britain exported $20 million, and Germany $10 million. The rise in American agriculture led the nation out of its longest recession. The agricultural exports created a boom in the railroads once again. The year 1881, saw more major crop failures around the world that created another run-up in wheat prices. It was, however, a bubble created by the weather.

American agricultural exports drove the early economic boom of the 1880s. The favorable balance of trade increased the U.S. gold supply and the money supply to support economic growth. The general economy picked up as unemployment fell to less than 2.5 percent. Housing starts rapidly increased as reflected by a 50 percent increase in slate production for roofs. By 1882, the steel industry was again running at full capacity. Part of the boom was rooted in a general business expansion after years of severe depression, but most was due to the railroad boom related to increased crop shipments.

The agricultural boom started to translate into railroad profits and expansion. From 1878 to 1882, railroad construction increased from 2,665 miles to 11,569 miles. The steel industry, which was dependent on sales of steel rails for its health, would soon feel the expansion. Steel rails went from 48 cents a pound to 67 cents a pound. Steel mills that had been running below 30 percent capacity saw their order books fill up. In addition, major railroad suppliers, such as Westinghouse Air Brake, were running at full capacity. The railroads accounted for the major portion of the U.S. economy, and employment and this boom put United States back to work.

Even more impressive was the reawakening of America’s stock exchanges. For years the stock market had slowly declined, finally reaching bottom in 1879, but word of the crop failures in Europe stirred the market back to life by the end of that year. Railroad stocks and steel stocks boomed. Brokers who had been out of business for years returned to the market. One indication of the revitalization was that the price of a seat on the stock exchange went from a low of $4,500 in 1879 to a high of $32,000 in 1882.

The turndown came quickly in 1882 with a bumper crop of wheat in Europe and cotton in India. In contrast, American crops performed poorly. Railroads again had overexpanded and were caught in rate wars. There was also strong evidence that non–railroad-related industries had never fully participated in the boom. Rumors of the crop problems shook the American stock market as railroads reported poor profits from the initial boom. A number of small but short-lived bank panics arose. Most of these small runs were due to margin calls on declining railroad stocks. Foreign money pulled out of the U.S. stock market as rumors circulated in Europe that America was going to go off the gold standard.

The pain of the recession would mostly be felt in the railroad industry as several railroads went into bankruptcy. Railroad baron Henry Villard filed for personal bankruptcy. The banking system was sound, so these problems did not result in sustained panics or runs. Railroad construction came to a standstill and steel rail prices dropped by 60 percent. The economy hit a plateau but would decline further with the panic of 1884. Because of this, some economists classify the period from 1882 to 1886 as a mild depression. However, the panic of 1884 had some similar but many different root causes and deserves special note because of the destruction of the banking system.

See also: 1762—Colonial Recession; 1869—Grant’s Recession; 1884—Panic; 1921—Automotive Recession; 1937–1938—Recession; 2008—Banking and Subprime Mortgage Crisis; 2009—Great Recession
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1884—Panic

The panic of 1884 was unusual in American history in that it occurred at the end rather than the start of a recession. The cyclic business of the early 1880s started in 1882, and the economy declined to a rapid contraction with the panic of 1884. The two years after the panic of 1884 took the decline from a recession to a depression, according to the economic statistics available. The major available indexes were railway revenues, coal production, pig iron production, imports, and domestic cotton production. Those indexes and bank clearings all showed significant declines of more than 25 percent.

The panic of 1884 created a final credit shortage that sent the U.S. economy into a major decline. It stands out as a classical panic with major bank runs and a stock market crash based on margin calls on loans. It also had the all-too-familiar corruption. Although unemployment had been rising since the crisis of 1882, it was not until after the panic of 1884 that companies sharply reduced production. Unemployment moved from around 5 percent to more than 13 percent after the panic. The recovery would start in 1885, but many view the period from 1882 to 1885 as a depression.

One factor in the panic of 1884 was the tightening of the money supply, which went back to the government’s decision after the Civil War to buy back greenback paper money using treasury gold. From 1882 to 1883 nearly $105 million in debt was redeemed. In addition, the United States was using silver for coinage, which caused Europe to fear that America would leave the gold standard. Europe started to demand gold for its loans and greenbacks. As a result more than $150 million in gold was exported out of the United States from 1882 to 1884.

A small, short-lived panic occurred in 1883; a few small railroads went bankrupt as European crops improved. The tightening of the money supply in the midst of a recession only increased the decline of the economy, however. As the stock market declined, investors were forced to supply cash for their call loans. Investors were, therefore, forced to sell stock at depressed prices. Failures of brokerage houses and personal bankruptcies started to increase. Reminiscent of today, the beginning of the crisis was a corrupt brokerage house scam to play the stock market.

The brokerage house at the epicenter of the panic was Grant and Ward, which had started as a business venture of former president Ulysses Grant’s son and Wall Street speculator Ferdinand Ward. Ward had worked hard to gain the confidence of young Ulysses Grant Jr., and Grant’s name attracted other investors such as James Fish. Fish was also president of the Marine Bank, which allowed a key financial connection. Speculators joined in the alliance and got President Grant to become a limited partner. Investors were offered shares of the business and promised a large return in a short time.

The scam was based on the idea that Ward and Fish would use partners’ capital to build new legs of the Erie Railroad and reap quick profits. But Ward and Fish were really using the money to speculate in the stock market. Ward drew more investors into the scam by paying large dividends from new incoming capital. The firm boomed and became Wall Street’s most successful, bringing in the wealthy. Ward and Fish were also involved in railroad stocks, which were declining rapidly in early 1884. Unable to cover all the losses, Fish and his bank went under. Ward tried to get more wealthy investor friends of Grant to put new money in, but the scheme soon started to unravel. In the end, the firm lost $27 million that was never recovered. Ward was caught trying to leave the country and ended up in jail with Fish.

As the word spread to Wall Street in early May, the stock market absorbed the shock. However, within a few days another speculator, John Eno, tried to slip to Canada with $4 million from New York’s Second National Bank. Eno wasn’t alone; banking corruption had been widespread, and other bankers headed for Canada. The news was enough to start a wild panic on the stocks of banks and brokerage houses. The banks acted promptly and slowed the panic. J. P. Morgan, in particular, functioned as a central bank at times to slow bank runs.

The panic of 1884 had come extremely late in the business cycle contraction. Still, the damage to the economy was substantial. Eleven New York banks and more than 100 state banks went under. Business bankruptcies rose to nearly 10,000 in 1884 alone, and the liabilities of these firms came to more than $226 million (versus $65 million in 1880). The decline in the commodities market also continued because of bumper crops in Europe. Wheat fell to half the price of the decade’s average. In the winter of 1885, Midwest farmers burnt corn instead of coal because corn was cheaper than coal.

The panic of 1884 destroyed most of Wall Street’s great speculators. Many would end up in jail. Crops and the railroads started to recover in 1886 and started a sluggish overall recovery. By late 1886, railroad construction had returned to normal levels and overall unemployment started to come down. Many still view the recession and depression of the 1880s as part of the normal business cycle of contraction and expansion. In this case, the railroads were the barometer of the coming and passing cycle.

See also: 1792—Panic; 1819—Panic; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1893—Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis; 2009—Great Recession
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1890—British Panic

The British panic of 1890 had at its epicenter the failure of the Baring Bank of London, an arm of the famous British investment firm Baring Brothers, which served as the world’s international bank. In Great Britain, the resulting economic dislocation threw the world into a severe depression. The impact of the British panic was slow to hit the shores of America, but a number of factors combined to create a six-year depression in the United States.

Baring Brothers was a major stockholder in American firms. Its bankruptcy caused investment to dry up in America. Another problem that led to the U.S. depression was that Europeans pulled money out of America because the Sherman Silver Act caused them to lose confidence in American currency. Europeans were moving from bimetallism to a gold standard. There was also a drain on Treasury gold, which J. P. Morgan attributed again to the Sherman Silver Act. The Sherman Silver Act held America on a bimetallic monetary system where 16 ounces of silver was the equivalent of one ounce of gold. The result was rampant inflation in the United States, running up the prices of sugar, cloth, and tinplate.

In addition, the Tariff Act of 1890 (also known as the McKinley Act, after its sponsor, Congressman William McKinley) imposed the highest tariffs ever on goods imported into the United States, which only added to the misery of high inflation. Eventually, the inflationary bubble of 1890–1893 burst in a panic. Certainly, that was a factor in this depression, but another more debatable view is that J. P. Morgan created the economic downturn because he benefited by being able to build his railroad trust and electrical trust from the ruins of the economy. Most of the failed railroads would come under Morgan’s control during the panic. Another theory was that the generosity of the Republican pensions for veterans drained the Treasury. In fairness, however, the tariff revenues from McKinley’s tariff bill more than covered those pensions.

The British panic of 1890 was the start of the first worldwide depression with international roots. The failure of the Barings Bank was the result of overspeculation in South American countries, such as Brazil and Argentina. South American investment created a huge inflationary bubble that burst with the Barings Bank’s failure. The panic in London was the most severe to date, but British banks pulled together to prevent a catastrophe. Still, the resulting bank failures created a stock crash and an end to speculation and many speculators. South America and Europe moved into a depression. The United States was somewhat shielded because of strong grain exports in 1890, but an inflationary bubble was building. Credit did tighten in major cities, creating what became known as the “rich man’s panic” in 1901. Money was so tight that short-term interest rates were higher than 50 percent.

Another cause of inflationary pressure in the United States was the Tariff Act of 1890. The tariffs increased prices on key imports such as tinplate, sugar, wool, and other basics. The cost of a tinplate pot went from 25 cents to a dollar. American farmers were particularly hard hit by the inflation, and soon sugar was too expensive for them to buy. They were also the first to feel the effects of the credit crisis that had started in Europe. By late 1890, crop prices had started to fall, putting farmers in the worse of the two worlds of inflation and deflation. Wheat prices fell from $1.05 a bushel to 85 cents a bushel. Corn fell from 63 cents a bushel to 28 cents a bushel. Winter blizzards had also devastated cattle and sheep in the West. The railroads, feeling the money crisis, doubled transport prices only to send many farmers into bankruptcy. Europe, with its money problems, started dumping wheat as well. By late fall of 1890, American farmers were in revolt.

The farmers’ crisis of 1890 resulted in one of the greatest turnovers in the United States Congress as Republicans were swept out in a landslide. The Republicans, who had passed the Sherman Silver Act and the McKinley Tariff Act of 1890, took the blame from the farmers. As the problems of inflation and tight credit continued into 1892, Democrat Grover Cleveland won the presidency, defeating incumbent Benjamin Harrison in a landslide. The tight money would eventually lead to a stock market crash and panic in 1893. The problems of the farmers would lead to massive layoffs in the cities.

See also: 1857—Panic; 1884—Panic; 1893—Panic; 1896—Gold Crisis; 1901—Rich Man’s Panic
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1893—Panic

The panic of 1893 hit the United States during a downturn that had started with the world financial problems of 1890. The panic of 1893 would deepen the recession from 1890, a quarter of America’s railroads would fail, and steel prices would crash. In 1893 alone, 15,000 businesses and 158 banks failed. Of America’s 253 blast furnaces, 116 shut down in 1893. The steel, railroad, and mining industries experienced many strikes as wages were reduced or hours cut. Wage reductions at Chicago’s Pullman Company resulted in a violent strike in 1894. In the long run, the public increased its demand to get gold for their silver certificates, which drained the Treasury to the crisis point.

President Grover Cleveland, Democrats, Republicans, the Senate, and the House all lacked a complete answer to the deep panic of 1893, and the nation went from recession to depression. The effects of the panic would last until 1896 when Republicans won heavily in congressional elections and William McKinley took the presidency. High tariff rates were restored, and depression turned to boom as gold finds around the world inflated the money supply. In addition, the Spanish-American War created more inflation and demand.

The panic of 1893 peaked with a panic by citizens to cash in government securities for gold. Banks were successful in slowing the runs by restricting redemptions to $100 a day. In addition, Europeans continued to drain gold out of the United States Treasury by similar redemptions. The currency shortage eventually hit the stock market, which quickly fell and so did manufacturing orders. It took only weeks for the financial crisis in New York to hit Main Street, USA, as companies reacted with massive layoffs and plant shutdowns.

By the fall of 1893, layoffs were approaching one million, and 141 banks had failed. The smoke stacks of Pittsburgh and Ohio’s Mahoning Valley were cold. Two old steel companies—Pennsylvania Steel and Oliver Iron and Steel—went bankrupt. Railroads, which were the nation’s largest employer, failed almost monthly, leading to massive unemployment. One of the causes was that the railroads had overextended once again. Overall unemployment was probably around 25 percent. Wage cuts were prompting a rash of strikes as well, and the country dived further into a depression. The year 1894 would be the darkest of the panic. Union leader Samuel Gompers estimated that there were three million out of work in 1894.

Historian Henry Adams chronicled the times: “Winter is here and my perpetual miracle is that people somehow seem to go on living without work or money or food or clothes or fire. One or two million people are out of work; thousands of rich are cleaned out to the last shoe leather; not one human being is known to be making a living.” The depression following the panic of 1893 is considered the deepest U.S. depression in history after that of the 1930s, surpassing the panic of 1873. The unemployment rate hit levels never experienced before. The severity of this depression led to social strife and violence. Furthermore, a large segment of Marxists, anarchists, and socialists joined in to create social unrest within the capitalist system.
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A drawing from Frank Leslie’s Illustrated Newspaper depicts panic on the floor of the New York Stock Exchange on May 5, 1893. A drop in U.S. gold reserves caused a financial panic on the stock market and in the business community, with more than 14,000 businesses declaring bankruptcy by the end of 1893. (Library of Congress)

Jacob Sechler Coxey, of Massillon, Ohio, formed the idea of a massive march on Washington to highlight the rising unemployment. Coxey had run for Congress in 1892 as a Populist but lost. The depression had idled Coxey’s coal mine operation for months. He hoped to form a Christian nation based on charity and called for an eight-hour day, a minimum wage of $1.50, and a national bond issue to support the unemployed. Coxey suggested a massive influx of money and public works for the unemployed.

However, Coxey’s idea of a national march on Washington struck fear in the hearts of Congress. The march quickly gained popular support in hard-hit Ohio and Pennsylvania. The body of marchers reportedly reached 20,000 in western Pennsylvania. Coxey and his “officers” rode horses at the front of the column as a band marched alongside. Headlines seemed to indicate growing support from all parts of the country. Coxey’s Ohio army followed roughly today’s Route 30 to Pittsburgh. Towns offered food as the armies passed through. As the army reached Pittsburgh, it swelled to 300,000 as riots hit portions of the city. Steelworkers who had been beaten back in the bloody Homestead strike of 1892 joined the army out of frustration.

The conditions Coxey’s army faced on their march were typical of the time. Hobo towns lined the great railroads leading into Washington, and the streets were filled with beggars. Immigrants in tent cities struggled to stay warm and eat. The rich suburbs of Chicago, New York, Pittsburgh, Baltimore, and Washington lived in constant fear of looting or attack. Rich suburbs hired their own guards to protect their neighborhoods. The cities had emptied their coffers to supply relief. Andrew Carnegie kicked in an equal amount of about $125,000, and other capitalists chipped in another $100,000 in Pittsburgh. The money was used for city work projects like those Coxey had been calling for, and like the work projects of the federal government in the 1930s.

In Maryland, roads were muddy from a rainy spring and the army of marchers bogged down. Food became scarce and towns less supportive. Mounted police had an easy time intimidating the weary army in Washington, DC. Populists in Congress read Coxey’s petitions, and a bill was unsuccessfully introduced in the Senate. The New Deal in the 1930s would finally see many of Coxey’s ideas implemented, and Coxey’s march would be a model for the civil rights movement.

See also: 1792—Panic; 1819—Panic; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1884—Panic; 1890—British Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis; 2009—Great Recession
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1894—National Labor Unrest

The panic of 1893 and the ensuing depression was a peak in civil unrest and the development of unions. The unionization movement grew in reaction to wage cutting during the depression. The year 1894 would see some of the nation’s bloodiest strikes, starting with a national coal strike in April followed by a Pullman strike in the summer.

The United Mine Workers and the Knights of Labor called for a national strike in April 1894, and more than 200,000 miners were involved nationwide. The Knights of Labor, who called for an eight-hour day, led the strike. The two-month strike was bloody, violent, and deadly, and at least 11 miners died in the Connellsville region of Pennsylvania. One of the problems prompting the strike was that mining companies were unable to meet their payrolls. The strikers became what was called a roaming army of “Huns.” The Hungarian, Polish, and Slavic workers united in the new union, which pushed the owners with violence. Scabs were often beaten to death, and mines were dynamited.

The strike was widespread, universal and national, and thus news reports of the strike were diffused and inconsistent. Violence and deaths occurred in Alabama, Illinois, West Virginia, and Ohio. Governor William McKinley of Ohio ordered out troops and mounted machine guns on railcars. The strike lasted about eight weeks, as the workers broke along ethnic lines. But again, the rural nature of the operations often suppressed press reporting.

The economy ultimately helped end the strike. The coke companies in the Connellsville area brought in more than 2,000 black and Italian workers as scabs, paying recruiting agents $3 per head. The owners hired an army of 1,000 deputies at $5 a person. The economy, scabs, union division, and the hired army ended the strike in Connellsville by June 1894. The Knights, representing the unskilled laborers, were involved in much of the fighting. There was bitter infighting between the Knights of Labor union and the United Mine Workers, mostly over the unskilled Hungarian and Slav workers’ elimination from the union. The H. C. Frick Company was considered worker friendly, so the Hungarians did not target Frick mines. In return, Frick often used Hungarians, blacks, and Italians for strikebreakers and would allow them to stay on in the workforce if they proved themselves.

The unsuccessful national strike led to the rise of the United Mine Workers of America (UMWA), which had 20,000 members by 1890 and had become the dominant union for the mining districts. The 1890s was a decade of depression, however, and the UMWA lost members. Still, the foundations of the UMWA were strengthened in the panic of 1893, and the universal strike resulted in the UMWA replacing the Knights of Labor and smaller groups. The UMWA affiliated with Samuel Gompers’s American Federated Labor. The new union elected John B. Rae to lead it with a salary of $1,000 a year.

The disaster of the national strike highlighted the lack of unity among the miners. To win future labor battles, the membership needed to change and promote new leadership. The UMWA began to embrace all races and religions in its membership and adopted the motto “United We Stand, Divided We Fall.” The UMWA did call a national strike against the soft coal industry—soft coal was needed for steel production—and won recognition in the midwestern coal mines.

The Pullman Company and its town would be the location of another major labor strike that would spread like the Great Railroad Strike of 1877. Pullman City was 14 miles south of downtown Chicago near Lake Calumet. At its peak, the strike involved more than 250,000 men in 27 states; it lasted three weeks. Strike-related violence resulted in the death of 13 strikers, more than 60 wounded, and property damage valued at more than $340,000 (the equivalent of about $9 million today). The strike was the effort of the American Railway Union headed by socialist Eugene Debs.

The trouble started in May 1894 with a layoff of 3,000 of Pullman’s 5,800 employees at the Chicago plant. In an effort to save jobs, George Pullman cut the wages of his remaining employees by 25 percent. Pullman had seen orders for his rail cars plummet as a result of the panic of 1893. Pullman was labor friendly, but he was hardheaded and a poor communicator. He had been hailed by many as a paternal capitalist, but Pullman was no Carnegie or Westinghouse. He ran Pullman City as a profit center. Workers were required to live in Pullman City, where Pullman provided all the utilities, services, and housing for a profit. Pullman charged rents 25 percent higher than surrounding neighborhoods. In addition, he purchased water from Chicago at four cents per thousand gallons and sold it to his town at ten cents. Even the clergy were charged rent on churches in Pullman City, and the library charged a fee, too.

Members of the American Railway Union asked that the rents in the Pullman worker town be reduced. Pullman ended up firing the union representatives, which brought union president Eugene V. Debs into the disagreement. Pullman then locked out the employees. Things quickly escalated to a strike as Pullman announced a regular dividend to its stockholders. The strike slowly started to evolve along related railways, as three-quarters of the rails moving in and out of Chicago closed. The union called for a nationwide boycott of Pullman cars, and railroad workers across the nation refused to switch Pullman cars.

President Grover Cleveland got involved, hiring 3,600 special deputies and sending 6,000 troops to Pullman City. The troops had the full protection of the United States government. Not wanting another Haymarket Riot or Railroad Strike of 1877, Cleveland thought he would get national labor support given the reputation of Pullman as labor friendly, but he did not. The newspapers supported Cleveland initially, but the support was short-lived.

Pullman used scabs and strikebreakers at the factory, which caused violence. Federal involvement inspired more rioting by the workers as the unemployed joined in. On July 7, the strike erupted into shootings and deaths as troops clashed with workers in Chicago. The strike started to spread across the country along the railroads. Cleveland was forced to get a federal injunction against the strikers based on the fact that the strike interfered with delivery of the U.S. mail. It was the first time the federal government had used an injunction to stop a strike.

The strike ended with the heavy federal crackdown, but the courts took over to avenge the upheaval. The result of the Debs strike would change the landscape of American politics. Eugene Debs was sentenced to six months in prison for disobeying the injunction and would later form the American Socialist Party. The Sherman Antitrust Act was used to support the conviction, and the Supreme Court upheld its use against labor. In addition, the Supreme Court upheld the use of the federal injunction because of interruptions to the U.S. mail. In 1897, the Supreme Court of Illinois forced Pullman Company to divest itself of the City of Pullman. The United States Senate launched investigations that resulted in a condemnation of Pullman’s use of paternalism to profit from workers.

See also: 1902—National Anthracite Coal Strike; 1919—National Steel Strike; 1936–1939—Labor Uprisings; 1959—National Steel Strike; 1981—Air Controllers’ Strike
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1896—Gold Crisis

The last crisis of the turbulent 1890s came in 1896 with a gold drain on the Treasury and an inflationary bubble. The gold crisis of 1896 is also called a panic because of the gold runs on banks and the Treasury. In the long-term view, the period of 1890 to 1896 is often seen as a crisis in American currency and confusion over the gold standard. The period can be characterized by currency shortages and inflation. It was both an economic and a political crisis, and there were huge swings in the national elections of the period as the people looked for solutions. The crisis of 1896 was a rich man’s panic, because the country was stuck in a depression with sustained high unemployment. To a large degree, gold was at the root of the problems of the 1890s. The panic of 1893 had resulted in a stock market crash and an ensuing depression. The gold crisis of 1896 took the United States and the world dangerously close to a complete breakdown of the financial systems around the world. However, for the average American, the day-to-day suffering of the depression overshadowed any interest in banking crises.

The gold crisis of 1896 was part of the continuing battle over the gold standard. Europeans had embraced the gold standard in the 1820s, whereas America, from its roots, had used a bimetal (gold and silver) monetary system. American bankers preferred a gold standard because it standardized banking relationships internationally and allowed for fixed exchange rates between countries and for easy balance-of-payment settlements by gold transfers. Western states and farmers liked the bimetal or silver-based currency because it increased the money supply and made credit easy to obtain. Silver bimetallism also increased inflation, however, which eastern bankers and manufacturers disliked. The Coinage Act of 1873 had put the United States back on a de facto gold standard, and many blamed the return to gold for the decade-long 1870s depression.

Europeans pulled money out of America because the Sherman Silver Act of 1890 caused them to lose confidence. They were moving from bimetallism to a gold standard. Britain had been on the gold standard since 1820. Banker J. P. Morgan is believed to have caused the panic of 1893 because he benefited by building up his railroad trust and electrical trust during the period. Most of the failed railroads would come under Morgan’s control during the panic. There was also a drain on Treasury gold, which Morgan attributed again to the Sherman Silver Act, which held America on a bimetallic monetary system where 16 ounces of silver was the equivalent of one ounce of gold.

The stock market crash of 1893 was also blamed on the Sherman Silver Act. President Grover Cleveland and J. P. Morgan called for a repeal. Democrat Cleveland pressured Democrats to hold them in line and vote for repeal, but it was at a great cost to the party because the West and Midwest opposed instituting a gold standard. Cleveland’s stand resulted in a split within the Democratic Party.

The Sherman Silver Act was ultimately repealed. Part of the problem for the United States was the world’s resistance to leaving the gold standard. Most U.S. exports went to countries that were on a gold standard, so trade accounts were settled in gold. Moving the United States to the gold standard, though, had the effect of tightening the money supply during a recession, which most economists today would view as problematic. In late 1895, the nation was still in a depression, and the tightened money supply had created problems for western farmers.

Bankers were in a real panic as Europeans continued to pull gold out of the United States Treasury. J. P. Morgan floated bonds to back the Treasury because he believed the banking system would collapse if the new “free silver Democrats” won the White House in 1896 with their populist candidate, William Jennings Bryan. The Treasury’s gold holdings had dropped below the critical value of $50 million, and the New York banks had less than $9 million. Morgan said he knew of a single check that, if cashed, would bankrupt the New York banking system. New York banks were near a position in which they would have to default on European loans. Banks had to briefly stop major loans and tighten credit in the United States. Cash withdrawals were limited to less than $100.

The Republican presidential candidate, William McKinley, was more amenable to the gold standard. Eastern money poured into the McKinley campaign as bankers feared a Bryan disaster. The 1896 election revolved around the gold standard but was won soundly by McKinley, which resolved the currency question. European confidence returned, and the American banking system was saved.

Still, the gold standard did little to end the depression that had arisen from other factors in 1896. The gold standard should have restricted the international money supply because of finite world reserves. However, in 1896, major gold strikes occurred in the Klondike, Australia, and South Africa. This increased the world’s gold supply and, thus, the money supply. In addition, a new cyanamide gold extraction process was invented for low-grade ores. These factors created a boost in the money supply and brought capital into the world economy. The American wheat crop of 1897 was a bumper crop as well, which brought in gold from Europe. The gold flow from Europe in 1897 was $120 million and, by 1898, the Treasury had holdings of $240 million. The result was that the American economy entered a major expansion under the McKinley administration.

See also: 1781—Currency Deflation and Inflation; 1848—Gold Rush Boom and Bust
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1899—Ohio Gas Industry Collapse

The finding of natural gas in Ohio in the late 1800s created the nation’s first industrial rush. The gas roared out of wells and was flamed off. Soon, northwest Ohio cities were offering free gas to entice industry to move into the state. Companies, particularly glass companies, rushed to Ohio so fast that they often found a lack of labor to man the factories. Towns got into bidding wars for companies giving free gas, lowering taxes, and offering to supply the necessary labor. Towns at railroad crossings went from simple train stops to cities within a year. The gas boom or rush lasted about 10 years and ultimately caused the collapse of the glass industry. The gas industry would for the most part move west with new gas finds or back east to more stable supplies. One-time boomtowns were left with high unemployment and were forced to expand their business base. The national economic expansion of the period helped many workers to migrate again.

The key event in the rise of the Ohio gas industry was the discovery of natural gas in Findlay, Ohio, in 1884. For many years, locals had noticed oily films on marshes and marsh gas illumination. In April 1884, Dr. Charles Osterlen, a local geologist, discovered gas in a test well on his farm. By December 1884, Osterlen had formed a natural gas company.

The discovery spurred a drilling boom that resulted in a major strike in downtown Findlay on January 20, 1886. This well produced 12 million cubic feet of gas daily on Liberty Avenue. The roar was deafening, and the flame could be seen at night in Toledo about 45 miles to the north. With so much natural gas, streetlights in Findlay ran 24 hours a day. Oil was also found and is the reason Marathon Oil was headquartered in Findlay. Gas was supplied to stores and factories at $3 a month. In 1888, the Findlay Chamber of Commerce ran a national advertisement for free gas for any new factory building in Findlay. Within a year, Findlay had 72 factories, 11 of which were glasshouses. Within two years, Findlay would have 31 glasshouses. So many factories arrived that there was a critical shortage of workers, and companies had to ship in orphans to man the jobs. Towns offered cash bonuses for families larger than four to move to Ohio.

The great gas boom was underway in northwest Ohio. Geologists believed the gas pocket covered all of northwest Ohio, and the geologic theory of the time suggested that gas was constantly regenerated. By 1886, cities such as Bowling Green, Tiffin, North Baltimore, and Fostoria were reaping the benefits of natural gas. These cities had found success in attracting glass manufacturers to northwest Ohio. The glass industry was fuel sensitive. Energy costs were as high as 50 to 60 percent of the controllable costs of manufacturing glass, so offers of free or very cheap gas were attractive to glassmakers. Another advantage of the area was rail transportation. These towns also had plenty of land and willing to trade gas and land for population and industrial growth.

One example of this combination of factors was the small town of North Baltimore, located between Findlay and Bowling Green. In 1880, North Baltimore was a mere junction station of the Baltimore & Ohio Railroad and the Toledo, Columbus & Southern Railroad. Local businessmen sold shares in a gas well and struck gas. The village fathers offered free gas and land to attract businesses, and within 18 months the town had four glassworks employing more than 500 men and boys. Similarly, Findlay’s population went from 4,500 in 1884 to 25,000 in 1889 as 31 glass companies moved in. Glass companies proved highly mobile. Buildings were wooden, and the equipment, including the furnaces, could be readily loaded on train cars. The skilled workers could be loaded on trains as well.

Although test wells in Toledo had not been very productive, hope was still abundant. The businessmen of Toledo were extremely active in the potential development of the city. Toledo needed natural gas to spur the economic boom that was happening just to the south; and even if Toledo lacked wells, city officials knew they could run a pipeline from Findlay. Toledo moved ahead and built two pipelines from Findlay. Toledo would win the jewel of the glass companies in Libbey Glass.

Investors were drawn into the great gas boom. The promise of free land, money, and fuel was pulling all kinds of investors into the fray. This frenzy and manufacturing bubble was not sustainable, however. Towns overexpanded their infrastructure and went into debt with major bond issues. Child labor would become a major social problem because of the lack of sufficient adult labor. Ohio lacked the strong child labor laws of other industrialized states, though child labor boarding houses would come under state regulations by 1900.

In late 1888 and early 1889, the first signs appeared that the natural gas supply in Ohio might be limited. Libbey Glass, which had moved to Toledo because of wood shortages in New England, was more cautious than most companies in picking its Ohio location. Ohio citizens first noticed a loss of gas pressure in their houses in November 1888, and the gas failed in December 1888. On December 18, 1888, Libbey Glass lost its gas supply for one day and had to use wood to back up their furnaces. The company had to prepare for gas failures, and this would continue for years. Wisely, Libbey had installed multi-fuel furnaces. The good news was that gas shortages finally ended the rush of glass companies into the area.

The gas companies responded with more drilling to try to hold off a crisis. By 1891, the gas-based industries in Findlay, Ohio, saw the end of free gas, and usable industrial quantities were gone by 1899. Glass companies in northwest Ohio started to fail, and others packed up and followed the cheap gas to Indiana. Today Findlay, Fostoria, Tiffin, and North Baltimore have no glass factories. The regional devastation then was similar to that of the Rust Belt today as Ohio towns looked for new businesses to replace the decline of the glass industry. By 1900, hundreds of glass companies were in bankruptcy. Investors lost millions in the stock bubble caused by free natural gas and overinvestment in the glass industry.

See also: 1880s—New England Energy Crisis; 1910—Rubber Shortage and Price Explosion; 1973—Arab Oil Embargo Crisis; 1977—Natural Gas Shortage Crisis
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1901—Rich Man’s Panic

The panic of 1901, which is often called “the rich man’s panic,” occurred in the midst of an economic expansion and industrial growth. It was mainly caused by high-rolling speculators and financiers trying to corner the market in the Northern Pacific Railroad. Although the market crash related to the panic completely ruined many speculators and big stock market players, it did not affect Main Street in the form of a recession. Still, many small investors were ruined as well. As seen in all stock market bubbles, small investors come in late in the cycle and are prone to larger relative losses. Suicides made the front pages in New York City. The panic of 1901 offers insights into potential causes of market crashes.

The beginning of the 1900s was the golden era for U.S. railroads. The American economy was expanding, and the great steel trust known as United States Steel was formed in 1901. The design of the General Electric trust and the steel trust had been the brainchild of financier and New York banker J. P. Morgan. He and others had also been dreaming of a railroad trust to connect America’s great markets. America had a complex mass of major and minor railroad companies, but as yet no company was in control of a transcontinental railroad line. Such a railroad trust might offer huge profits in the movement of American goods. A number of men would have a similar dream.

One such stock speculator was James Jerome Hill, who had managed to combine a series of lines in the Midwest, including the Northern Pacific and Great Northern railroads. These lines were known on Wall Street as the “Hill lines.” Hill had great dreams of a New York to Seattle line. Another speculator, E. H. Harriman, had put together some eastern lines and was also looking for a transcontinental trunk line. In 1897, Harriman had taken control of the extensive Union Pacific, which had come out of bankruptcy (due to the panic of 1893). Both Harriman and Hill had the same problem: lack of direct access to Chicago and its grain market.

Hill made an alliance with J. P. Morgan to buy the Chicago, Burlington, and Quincy Railroad; when this was combined with Morgan’s New York Central, they would have a transcontinental line. Hill and Morgan blocked Harriman out of Chicago, so Harriman now looked to take on the Hill-Morgan alliance via a stock takeover of the Northern Pacific. At this time, Hill and Morgan were short of capital as both had just completed major mergers and stock purchases. Morgan had just completed the formation of America’s first billion-dollar corporation—United States Steel. So no one would know what he was up to, Harriman planned to buy Northern Pacific stock through agents and third parties.

Stock prices of Northern Pacific and the Chicago, Burlington, and Quincy Railroad of the Hill-Morgan alliance started to rise as Harriman’s agents began to acquire stock, but most analysts thought the rises were a result of the forthcoming merger. During the spring, stock prices in general were rising. In May, James Hill decided to travel from his home office in Seattle to New York to investigate the continued rise in his stocks. Hill had many friends on Wall Street and was able to find out about Harriman’s plan. It was somewhat late. Harriman had already taken control of the voting preferred stock in the Northern Pacific Railroad, though Hill still had a majority of common stock.

Hill contacted Morgan, and the battle of stock purchases between Harriman and the Hill-Morgan alliance was underway. The market, in general, was being pushed up, and a bubble was created in the stocks of the Northern Pacific and the Chicago, Burlington, and Quincy railroads. The rise in all railroad stocks was spectacular, and fortunes were made overnight. Brokers continued to chase down small lots of Northern Pacific all over the country. The market rise brought in thousands of small and first-time investors. William Vanderbilt was also buying Union Pacific stock in a takeover bid.

Northern Pacific went from $57 per share in May 1900 to $325 per share a year later. Most of the country’s railroad stocks followed the rise by doubling. By May 9, the word was out about the takeover war. When the bubble finally burst, the market would have its biggest one-day drop in history. Stocks fell as much as 70 percent as seconds meant thousands of dollars. The smaller investors who got in late were crushed by the fall and were the real losers in the panic.

Hill and Harriman actually joined forces after the panic, and J. P. Morgan helped form a holding company linking the Northern Pacific and the Chicago, Burlington, and Quincy railroads with Morgan’s eastern lines. The holding company, named the Northern Securities Company, allowed all shippers to benefit from track rights to major markets. The public, however, was angered that a market corner of a few titans had destroyed so many small investors. The Northern Securities Company was closed by a Supreme Court ruling on the basis of the Sherman Antitrust Act of 1890. It would also focus public outcry on the great trust-busting movement of the decade.

See also: 1792—Panic; 1819—Panic; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1893—Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis; 2009—Great Recession
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1902—National Anthracite Coal Strike

The anthracite coal strike of 1902 was a strike of the United Mine Workers of eastern Pennsylvania. Coal is available in two forms. Bituminous or soft coal is darker and at the time was used mainly for the steel industry. Bituminous was primarily mined in western Pennsylvania, Ohio, and Illinois. Anthracite or hard coal is cleaner and has a much higher heating value, making it the fuel of choice to heat homes and run factories. Eastern Pennsylvania was the principal mining area for anthracite coal.

In 1902, America was still experiencing the prosperity of the McKinley administration. Miners were negotiating with the mine owners for an eight-hour workday (versus 12), a 20 percent wage increase, and recognition of the United Mine Workers. Of the three, recognition of the union was the one most feared by the owners. When the miners and owners could not come to agreement, the result was the first strike in which the national government intervened as a neutral arbitrator.

The United Mine Workers had lost a number of battles in the bituminous coal industry in the 1890s. The anthracite industry offered a better chance for the union. Anthracite coal mining was the most dangerous and was known for its abuse of child laborers. It was the major heating fuel for America, and there were few good substitutes for it. Oil and electricity were not yet developed for heating. Tens of millions of city dwellers depended on anthracite coal for home heating.

The anthracite industry had more than 150,000 workers. The union, however, faced many problems. First, the workers did not fully support the union. In fact, when the strike began in May 1902, an estimated 110,000 workers joined the strike, 30,000 left to work the bituminous fields, and 10,000 returned to Europe. Second, the coal industry was the lifeblood of the eastern railroads, which were controlled by America’s wealthiest financier, J. P. Morgan. The anthracite coal industry and the owners of the eastern railroads worked as a team. Finally, an increase in the price of anthracite would hurt most of the nation’s citizens and would bring the federal government into the fight.

Citizens had limited choices when heating their homes. Rural households could switch to wood, but cities had only one substitute—the dirty, poorly burning bituminous coal. Bituminous coal was used as a substitute in the smoky air cities of Pittsburgh, Chicago, St. Louis, and Cincinnati, but the clean-air cities of New York, Philadelphia, and Baltimore lived off clean anthracite. Even in the cities that burned bituminous coal, anthracite coal was preferred in stoves for cooking and heating. In some cities, the use of bituminous was illegal, even for factories. The strike would cause many to switch to bituminous, which was burned at night so no one would notice the smoke. In addition, as the winter season approached, the price of bituminous would be driven up because of overall fuel shortages. The result was the first truly national energy crisis.

John Mitchell, president of the United Mine Workers, set the stage in early 1902 to gain public support. The mine owners had suffered from low profits in 1902 and actually believed a short strike would help support higher prices. Because of the inconvenience the strike would cause the public, such support would be necessary. Mitchell sent religious leaders to the coalfields to make the case for the miners. The press also supported the strike with stories of the dangers and abuses suffered by mine workers. Still, the owners were not persuaded, and a strike was called on May 12, 1902. The strike had a slow start as the maintenance and above-ground workers did not join the strike until June. The first violence that occurred was between the workers over whether to support the strike or not. The companies brought in scabs, which increased the violence. The union had been beaten before by companies that used scabs as replacement laborers, and they believed violence was necessary to prevent scabs from flooding into the mines. The National Guard was used to hold down the violence, but the public wanted some action as winter approached.

By September 1902, the national death count from the strike had reached 20, and with winter approaching, fear embraced the nation. The railroads and the steel industry were already expericncing the negative effects of the strike. J. P. Morgan’s eastern railroads in particular were hurt, and Morgan had direct access to President Theodore Roosevelt. Roosevelt and Morgan could not get the mine owners to move on the union demands because the owners were enjoying the high coal prices produced by the strike. In particular, the owners refused to accept the union as a bargaining agent. All parties realized that it would be a national disaster if the strike lasted until the start of winter. Roosevelt called the president of the union, John Mitchell, to the White House. Mitchell managed to anger Roosevelt at the meeting with his refusal to compromise, but Roosevelt moved to end the strike after 163 days on October 23, 1902.

Roosevelt set up a neutral commission to explore the issues on both sides. The commission consisted of a mining engineer, an industry expert, a sociologist, a government representative, and a judge, as demanded by the owners. The other two members were E. F. Clark, head of the railway union, and Roman Catholic bishop John Spalding. After interviewing hundreds of union and nonunion workers, the commission recommended a 10 percent pay increase for the miners instead of the 20 percent they had fought for. The union wanted an eight-hour workday, but the commission settled for a nine-hour workday. The union was not given full recognition but would become part of an arbitration board. The settlement brought peace to the coalfields for more than a decade. Roosevelt’s action would become a model for government intervention into major labor disputes.

See also: 1919—National Steel Strike; 1936–1939—Labor Uprisings; 1959—National Steel Strike; 1981—Air Traffic Controllers’ Strike
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1907—Panic

The panic of 1907, also known as the “banker’s panic” and the “Knickerbocker crisis,” was typical of the boom-and-bust cycles of the U.S. economy. Times had been good since the end of the panic of 1893, but the economy was starting to feel the strain. The booming stock market had covered the lack of capitalization with stock mergers. The economic expansion was showing the signs of extravagance, and, typical of the end of bubbles, scandals were breaking out. The merger mania had brought the progressive government of Teddy Roosevelt into the trust-busting era. Spending was over the top in all areas. Factories were running full out, and in New York, the stock market was booming. Small investors were pouring in, seeing the huge gains of previous years. United States Steel stock hit $50 per share after its production had jumped a million tons in 1905 (3,192,347 in 1905 versus 2,137,347 in 1904). U.S. steel production would peak in 1906 at 3,791,459 tons.

A scandal would signal the end of the good times and would be a sign that the speculative bubble was ending. On January 31, 1905, the greatest ball of the Gilded Age would occur: the infamous ball of James Hazen Hyde at New York’s Sherry’s Hotel. Hazen, the 28-year-old heir to an insurance fortune built by his father, had become the major stockholder and director of the Equitable Life Assurance Society. The Equitable Life Assurance Society was one of America’s largest insurance companies at the time with more than 300,000 policyholders and more than $1 billion dollars in policies in force. Scandal would hit Equitable shortly after the ball, when investors were defrauded, and it would fail, leading to a weakening of the stock market, which was in a speculative bubble, and the financial market. Insurance companies were the major holders of corporate stocks at the time. The scandal would weaken the public’s confidence in insurance and trust companies, which would be the seed of the panic of 1907.

On October 14, 1907, the stock of United Copper fell from $62 to $15 a share. It was being illegally manipulated by stockbrokers and speculators for short-sale profits. The stock loss forced its owner, F. A. Heinze, to pull money from his Butte, Montana, savings and loan, which affected a chain of banks. Nine banks pooled together to aid in the United Copper problems, but it was too late. Then a run started on insurance company Knickerbocker Trust Company, because of its president Charles Barney’s close relationship with Heinze. Word of mouth caused bank runs across the country.

Next, investors started to pull cash out of trust companies, including Knickerbocker, which was one of the nation’s largest. Depositors withdrew more than $8 million in less than four hours, and lines at the New York office extended for blocks. On Friday, October 18, the run reached a point at which all backers pulled out, thereby ensuring its failure. The stock market saw United Copper Company and a number of other companies go under that Friday. The tension grew over the weekend as stories of bank failures hit the nation’s press. On Monday, after paying out $8 million dollars in cash, Knickerbocker was forced to close its doors. The following week New York banks suspended withdrawals and that practice was soon followed nationwide, lasting until late January 1908.

In October Westinghouse Electric and other major companies were unable to cover calls on loans and forced into receivership. In this period, when banks became short on money, they called in corporate loans, creating a downward cycle of corporate bankruptcies and bank failures. In this time before the Federal Reserve, the market depended on major bankers such as J. P. Morgan to put money into the system. Morgan, however, could gain much by buying up companies and letting competitors to his electrical and steel trusts fail. The collapse in the financial markets headed quickly to Main Street. By the end of October, orders were pulled quickly from factories. Within weeks, unemployment went from two percent to eight percent.
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Worried patrons line up outside of a New York City bank to withdraw their deposits, ca. 1907. (Library of Congress)

The press reported the comings and goings into the library in J. P. Morgan’s New York home where he was managing operations. Only Morgan was in a position to decide the course of this panic. The monthly profits of Morgan’s trust, United States Steel, reflected the plunge in orders—profits were $17.05 million in October, $10.47 million in November, and $5 million in December. Tuesday morning the news came by telegraph that Knickerbocker Insurance had failed, which meant the banks would be calling in loans. America was in a major downturn. Morgan, the main financier, saw the crisis as a real opportunity to do things to build his trusts that would have been impossible under normal conditions.

Again, Morgan, America’s banker, stood on the sidelines, except to ensure that he had enough cash for his United States Steel operations. J. P. Morgan & Company officers served as directors in 114 corporations with a capitalization of $22.5 billion, compared with the total capitalization of $26.5 billion for all of the New York Stock Exchange. Only Morgan was in a position to decide the course of this panic. At President Roosevelt’s request, Morgan injected cash into the system and pooled bankers to inject cash into the system, too, but this came at a cost. The federal government agreed to turn its back—that is, would not sue under the Sherman Antitrust Act—when Morgan began taking over the Tennessee Coal & Iron Company to add it to his steel trust. The government would also allow Westinghouse to go bankrupt, which was the only competitor to Morgan’s electrical trust of General Electric. The federal government also had to promise to back Morgan’s bank pool with bonds. Once again, Morgan acted as the nation’s central bank but extracted a high price. It was a hard lesson, but the government would address it in the future with the Federal Reserve Act of 1913 (the Glass-Owen Act).

See: 1792—Panic; 1819—Panic; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1890—British Panic; 1893—Panic; 1901—Rich Man’s Panic; 1929—Wall Street Crash and Great Depression; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis; 2009—Great Recession
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1910—Rubber Shortage and Price Explosion

The rubber bubble of the 1910s has been compared with Holland’s 16th-century tulip mania. In the early years of the decade, the price of rubber went from 40 cents a pound to $3 a pound. Entrepreneurs and investors poured into the rubber commodity market and new rubber company stocks. New sources of potential rubber plants created land booms in Mexico, Asia, and Africa. The boom created a wave of rubber barons and drew politicians into the business, too. Dollar Diplomacy became Washington’s strategic initiative into the rubber bubble and funded expeditions in Africa and South America. New kingdoms and nations were created to supply rubber to the world market.

The combination of an economic bubble and inherent greed would bring out the worst in many of the players in the rubber market. Rubber companies were quoting daily tire prices to automakers as the rubber price was rising, cutting profit margins for the automakers. High rubber prices were threatening Henry Ford’s dream of an affordable car for the masses. Speculators were making fortunes on the commodity-price-fueled run-up of South American markets. The stock market, meanwhile, was on the verge of collapse.

Rubber products were in high demand in America and Europe. The rough breakdown for the rubber industry in the 1910s was 48 percent tires and tubes, 17 percent boots and shoes, 13 percent general products, 6 percent hoses, 3 percent druggist products, and the rest miscellaneous. The uses of rubber were expanding into electrical applications, such as insulation and battery covers. The highest cost in auto manufacturing was rubber tires. A set of four tires could cost from $200 to $300 on a car that was priced at $1,000. With tire life less than 1,000 miles, consumers could hardly afford replacements. The high rubber prices and shortages began slowing the demand for automobiles, the sales of which had reached 2.5 million vehicles in 1910.

In 1910 almost all the world’s rubber came from Brazil. The rubber bubble, when it came, was based more on speculation than actual demand, but it produced fear among American and European automakers and rubber producers. The bubble and the demand for rubber would launch a search for new sources and alternatives. The success of rubber brought rising wages, price increases, monopolistic behavior, shortages, economic warfare between nations, international cartels, a search for new domestic sources for latex, and the creation of jungle plantations to produce more latex.

From 1870 to about 1913, Brazil and its wild rubber controlled 90 percent of the market via an international cartel. But this type of subsistence farming was not well suited for the industrial age. Native tappers harvested rubber trees spread throughout the jungle. Harvesting the latex was only part of the tapper’s work. The latex then had to be coagulated, which consisted of heating and smoking latex on a paddle and building a ball or “biscuit” of snow-white cured rubber. The process was extremely labor-intensive and costly, and it could take days to make a 50-pound biscuit.

Tappers brought the rubber biscuits to the city of Manáos to exchange and barter for such goods as cooking pots and knives from middlemen known as aviadors. These aviadors were local European traders who lined up shipping for the rubber. The biscuits were then moved by river to seaports such as Para. Cities like Manáos and Para became boomtowns, and money flowed into all types of vices and extravagances. Most of the biscuits were sent to British wholesale markets before being shipped to North America. The long supply lines, middlemen, and extravagances inflated the price of the processed raw rubber. Slowly, Asian rubber plantations owned or run by the British offered cheaper and faster approaches to harvesting rubber, but the rubber bubble of 1910 quickened the move.

In 1900, Asian plantations produced only 4 tons of raw rubber compared with Brazil’s 38,000 tons. The tipping point came a few years after the rubber bubble peak in 1910 when the Asian plantations produced 47,618 tons versus 39,370 tons of Brazilian rubber. Brazil, still believing it was in a monopoly position, actually started to increase export taxes on its rubber. Companies and countries started to look more aggressively into non-Brazilian sources. In 1920, U.S. Rubber developed an 80,000-acre plantation in Sumatra, becoming the first American rubber company to do so. Sumatra was a Dutch-controlled colony outside British influence.

The rest of the world was not just watching in the early 1910s. Belgium and Germany were expanding their raw rubber production from Africa, and America was experimenting with Mexican rubber from guayule plants. Goodyear Tire began to purchase supply lines and act to directly purchase raw rubber from Brazil. The price peak also pushed companies to find means of recycling rubber, and many new companies were created to repair and patch old tires because of the high price of replacements.

This breakthrough would make recycling a key source of rubber by the end of the decade. Brazilian rubber barons soon realized that the bubble had burst, but they continued their monopolistic behavior by setting high export taxes. As the world moved to new rubber sources, the price of rubber fell to $1 a pound by 1911 and continued its fall. In late 1911, rubber prices fell to less than 50 cents a pound, slowing interest in alternatives. The price of rubber dropped to less than $1 a pound consistently, and by 1920, the price would be a mere 20 cents a pound, and Brazilian rubber would disappear as a major factor in the world market. In the long run, though, the American companies buying rubber had only traded a Brazilian monopoly for a British one. Rubber would again create an economic crisis in the 1920s and 1940s until synthetic rubber was developed.

See also: 1921—British Rubber Embargo and Monopoly Control; 1941—Rubber Crisis and Shortage; 1973—Arab Oil Embargo Crisis
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1914–1918—War Shortages

World War I created shortages of dyes, chemicals, fertilizer, jute, cotton, rubber, foodstuffs, and labor in the United States. Rubber was a key item in short supply. At the start of the war almost 70 percent of the world’s crude rubber from Asia and South America was being shipped into the United States. The war cut off shipping lanes, however, and the British, who controlled the crude rubber trade, were exporting less because they needed more rubber for their own war production. The Germans also had a monopoly on industrial chemicals. In particular, they controlled the chemical and dye production for the world. In addition to the shortages of raw materials, labor was in short supply, forcing businesses to rely on thousands of Canadian and Mexican laborers who migrated to the United States.

The United States was neutral during the early phases of the European war. In fact, Germany was a good customer for American rubber tires as Dunlop of England and Michelin of France were cut off for the Germans. Britain controlled more than 90 percent of the raw rubber going to the United States, however, and the United States was caught between Britain and Germany. Initially, Britain imposed an embargo on all rubber shipments to cut off Germany. The embargo included shipments to the United States. Germany had been sending submarines to smuggle out tires, and the British thought the embargo would help address this problem. The loss of work due to the embargo affected 250,000 American rubber workers. Finally, U.S. rubber companies were able to get the embargo lifted by promising no exports to Germany.

The search for new sources of rubber proved difficult. The biggest effort went into developing better technologies for recycling rubber. Recycling vulcanized rubber was not simple, but the rubber companies developed processes allowing 30 percent of new rubber to be made from recycled rubber. Rubber manufacturers and other new companies also went into the tire repair business. Car owners rationed tires; and in many cases, shortages were severe as tires were needed badly for military trucks.

Another critical shortage was the toxic chemical aniline, which was needed to accelerate the vulcanization process in rubber tires. Aniline production was controlled by Germany, however, which became problematic as World War I approached.. Goodrich Rubber Company led the way to manufacture and find substitutes for aniline. United States Rubber and B. F. Goodrich began producing aniline by 1915, within weeks of running out of their available aniline supplies and shutting down American auto production for lack of tires.

One of the most unusual wartime shortages in 1917 involved coal after the United States entered the war. The coal shortage created a major heating crisis in homes and a fuel crisis for factories. Enough coal was being mined, but massive railroad traffic jams left tens of thousands of freight cars waiting in the system. Eventually, the coal mines and railroads were nationalized. Factories were required to shut down one day a week to save fuel.

Both George Washington Carver and Henry Ford were helping the United States develop alternative materials and resources during World War I. Carver, in particular, made major contributions in breaking the German world monopoly on dyes. The Bayer and other German chemical companies controlled 90 percent of the chemical dye market. During World War I, the United States had to struggle with using natural and new sources for dyes. Carver also led research on sweet potatoes as a source of starch. Future president Herbert Hoover, as head of the Food Administration, launched the idea of home victory gardens. The government also called for meatless Mondays and wheatless Wednesdays. There were, of course, shortages in gasoline created by the war. Consumers could not drive their cars or buy gasoline on Sundays.

High-quality, long-staple cotton presented a major problem for tire manufacturers during World War I. There were only two sources of long-staple cotton for tires in 1916—Egypt and the Sea Islands off Georgia. The price increase and shortage of long-staple cotton was a major problem facing tire makers. Carver had been pushing for southern farmers to switch to the more profitable long-staple cotton, but the boll weevil had destroyed most of the southern cotton in 1916. The European war was cutting off a full supply of Egyptian long-staple cotton as well.

Experimental agricultural stations throughout the country were working on developing long-staple cotton for production. Goodyear encouraged Arizona farmers to begin long-staple cotton production. The government and Goodyear poured money into Arizona to develop further irrigation. For construction jobs and farming, the government allowed Goodyear to bring in Mexican labor, if the workers were sent back after the project was complete. The cost was huge, but in 1920, when cotton was selling for $1 a pound, Goodyear was growing it for 60 cents a pound.

Labor, in general, was in short supply during the war years, forcing women into the workplace. African American women were, for the first time, hired by department stores and cafeterias. American unions agreed to restrict strike activity during the war to help with labor shortages. Woodrow Wilson used the war to expand his progressive agenda to unionize major industries. By executive order, the War Board demanded that war suppliers have some form of employee representation, forcing some to form company unions.

See also: 1800—Trade Interference by Barbary Coast Pirates; 1807—Economic Embargo and Depression; 1812—War of 1812; 1861—Civil War Economics, Shortages, and Inflation; 1940s—World War II Rationing and Shortages; 1941—Rubber Crisis and Shortage; 1943—Steel, Metal, and Alloy Shortage Crisis
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1914—Crisis

The crisis of 1914 was a market problem caused by the international political issues leading up to World War I. The fear of being drawn into a war in Europe gripped American markets. Both Great Britain and Germany had massive amounts of money invested in U.S. stocks and bonds. The fear was that if war were declared, Europe would sell U.S. stocks for the gold needed to arm their countries. The panic of 1907 was fresh in the minds of most Americans. With the crisis of 1914, the government and private banks acted in a manner that prevented it from moving to a major panic. The Federal Reserve system was not yet fully implemented, but the earlier 1908 Aldrich-Vreeland Act gave national banks the authority to pool federal money in times of national emergencies. Capitalism would face its first test of a global war in an era with interlinked global markets.

On June 28, 1914, the heir to the Austrian throne was assassinated by Serbian terrorists. War between Austria and Serbia was assumed as well as a broader war pitting the Germans against the British. The world waited nervously through July for a declaration of war. Although not directly involved, the United States had $6 billion in European gold invested in U.S. securities, and it would be needed for war supplies. Stock prices in the United States remained strong in July as most believed war would be avoided. By late July, though, war in Europe had become inevitable. The British stock market crashed on July 28 and was forced to close for the first time since its beginning in 1773. British banks began calling in bank loans as rates rose from two percent to 10 percent. The U.S. stock market started to show signs of distress, but the quick action of the British government in closing their market and declaring a bank holiday had prevented a panic in Britain.

America had more concerns, however, than the drain of gold from its markets. It was still an agricultural nation dependent on grain and cotton exports to balance its trade and gold flows. A long war with naval blockades would destroy the nation’s trade and send prices of grain and cotton tumbling. On the morning of July 28, before the 10 o’clock opening of the New York Stock Exchange, the officers of the exchange rushed in by train from all over the East Coast for a meeting to decide whether to open. The officers had no choice but to close the stock market to let the commodity markets settle and give time for the government to put emergency money into the system.

By early August, the federal government started a two-month plan to inject $363 million into the banking system. Bans were not allowed to use the emergency currency to pay foreign debt, so the United States faced a gold drain as Europeans demanded payment in gold for their securities. The U.S. government tried to build a gold pool of $500 million but could only raise $108 million. In August there was an initial drain of gold from the United States, but the situation soon stabilized. The New York Stock Exchange was closed, but like in the 17th century, storefront and curbside operations, such as the New York Curb, opened up and operated on a cash basis. Years later the New York Curb would become the American Stock Exchange. This underground competition was putting pressure on the New York Stock Exchange to open. The stock market opened again on August 12 on a limited basis. Stocks were sold only on a cash basis and at prices no lower than they had traded on July 30. Clearinghouses helped to limit the amount of stocks moved.

By September, it was clear that the feared gold drain had not taken place. Europeans soon realized that this would be a long war, and gold flowed into the United States. They traded gold for dollars so as to keep their gold safe in the United States. The crisis began to influence American agriculture. With the European sea closed, U.S. cotton and grain backed up at ports, driving the prices down. A bill for the government to buy the 1914 cotton crop failed in Congress. The government then proposed a patriotic program with the slogan “Buy a bale of cotton and save the country.” The program was unsuccessful, but again Providence would save the farmers. The sea lanes slowly opened, and all of Europe experienced poor harvests in 1914. As farmers went into the armed forces, future harvests would not improve. From the end of December 1914 to April 1915, the United States exported 98 million bushels of grain versus 18 million bushels for the same period in 1913–1914. Cotton found similar demand throughout Europe as uniforms were needed. American farming would enter a period of prosperity.

The stock market remained open on a limited basis in September in an attempt to prevent Europeans from moving out large amounts of money. The time was used to restore confidence in the stock market as a safe haven for European money. The American economy was actually booming. As December approached, it was clear that the predicted panic had not occurred and the economy had strengthened. The market reopened on December 12, 1914. The stock market behaved normally as the rising U.S. economy offset European sales. By the end of 1914, the new Federal Reserve was fully implemented to help even out the national money supply. The only real economic problem that came to pass was war inflation.

See also: 1776—War Financing Crisis; 1800—Trade Interference by Barbary Coast Pirates; 1807—Economic Embargo and Depression; 1861—Civil War Economics, Shortages, and Inflation; 1862—Union Blockade and Inflation; 1973—Arab Oil Embargo Crisis
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1917—Boll Weevil Cotton Crisis

The impact of the boll weevil on U.S. cotton production was nothing short of complete devastation. The boll weevil crossed into Texas from Mexico in 1902. By 1904, Texas cotton farmers had seen a 60 percent drop in yields as it moved north. The infestation progressed northward and eastward from Mexico at 60 miles a year, devastating cotton fields throughout the South. In 1910, Greene County, Georgia, produced 13,862 bales of cotton; production fell to 11,864 bales in 1916; 1,487 bales in 1921; and a low of 333 bales in 1922.

By 1917, cotton production had been destroyed in most southern counties. The land could no longer support the population, which led to the Great Migration of blacks in 1916 and 1917 to northern cities, particularly to Detroit and the auto factories of Henry Ford. The situation worsened on southern farms in these years as flooding washed away what good topsoil was left. Cotton remained king, however, until farmers were faced with almost total loss. Many farmers preferred to leave rather than switch to alternative crops such as the peanut and sweet potato. From 1916 to 1928, more than 1.2 million blacks left the South, with about 120,000 going to Detroit, as King Cotton fell. Another northern migration of blacks from the South occurred in the 1920s when the U.S. government restricted European immigration, and southern blacks were needed in the auto industry.

The boll weevil infestation became a crisis because it was accompanied by declining cotton prices. Hit particularly hard was the Black Belt region of the Deep South, where former slaves worked as tenant farmers in 1917. Macon County, Alabama, where Tuskegee was located, was at the heart of the Black Belt in what had once been the Old South’s slave country. The soil was poor and had been overplanted with cotton. Being tenant cotton farmers had kept blacks in a form of economic slavery because their yields were often too small to pay the rent owed to white landowners.

The independent sharecroppers who farmed the land in return for a share of the crop were also adversely affected by the boll weevil infestation. A sharecropper might get as little as four cents a pound for cotton while having to pay 15 cents a pound for meat at the general store. The average southern farm had little more than 37 percent of a cotton crop selling at four and half cents a pound and costing five to six cents to produce in the early 1900s. By 1920, farmers were losing 10 cents per pound growing cotton. The boll weevil would cut the yield in half, sending farmers into deep debt throughout the first two decades of the 20th century. Independent farmers lost their farms, and even white tenant farms were pulled under as black sharecroppers on their property could not pay their rent. Furthermore, the white landowners would not allow sharecroppers to increase their garden plots to feed their families. Facing starvation, black farmers moved to the North as Henry Ford welcomed them into his labor-short car factories.

The boll weevil would change the nature of American agriculture. George Washington Carver led an education effort and encouraged poor farmers to plant an alternative cash crop: peanuts. The landowners, however, wanted cotton planted on their land, so Carver had to change the minds of landowners and sharecroppers. He found much resistance until 1917. When the boll weevil hit nearby Coffee County, one Alabama farmer who took up Carver’s idea to switch to peanuts produced 8,000 bushels of peanuts at $1 a bushel and got out of debt. His success caused a movement among other farmers, who used those same peanuts for seed. Years later, the Coffee County town of Enterprise, in the heart of the Black Belt, erected a monument with the following legend: “In profound appreciation of the boll weevil and what it has done. As a herald of prosperity, this monument was erected.” By 1920, Coffee County would become one of Alabama’s wealthiest with a new $25,000 peanut-shelling plant. Peanuts also offered farmers flexibility, as peanuts could also be used for animal feed. Farmers now started to look at all of Carver’s experimental work. Agriculture in the Black Belt of Alabama was finally changing, and Carver was now seen as the leader of that change.

George Washington Carver also helped southern farmers move to planting such crops as sweet potatoes, black-eyed peas, and soybeans. As he did with peanuts, Carver dedicated his time and resources to finding new uses for these crops. His famous quest for new uses for peanuts was a strategy he used to shift poor black farmers from planting only cotton. The Tuskegee Institute and Carver started extensive training programs for cotton farmers to help them to survive. He preached crop rotation, because repeatedly planting only cotton in a field depleted the soil. In his later life, he teamed up with Henry Ford at a number of laboratories to expand the uses of soybeans.

See also: 1703—Tobacco Depression; 1922—Peanut Import Crisis; 1930s—Agricultural Depression and the Dust Bowl; 1820s—Cotton Recession; 1850—Whale Oil Shortage: The First Energy Crisis
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1918—Flu Pandemic

The 1918 U.S. Spanish flu pandemic is recognized not only for the record number of deaths it caused but also as a true economic disaster. At the regional level, America had suffered pandemics of yellow fever, cholera, and typhoid fever, but nothing on the scale of the 1918 flu pandemic. Deaths from the Spanish flu, estimated at nearly 675,000, created a major labor shortage during World War I.

The flu caused major businesses, sporting events, hotels, libraries, government offices, movie theaters, and even saloons to close, though Boston allowed its saloons and bars to remain open to help reduce panic. Industrial activity in the East came to a standstill as the Pennsylvania Railroad and Baltimore & Ohio Railroad struggled with thousands of employees out sick for weeks. The steel and manufacturing industries reported absentee rates higher than 35 percent. Industrial production was reduced from 50 to 70 percent for the year. East Coast shipyards reported absentee rates as high as 50 percent for months. The labor shortage was made worse by the induction of draftees into the military. Companies advertised for temporary labor in Canada and Mexico. Costs for large cities such as Philadelphia surpassed $100 million. This included the cost of shutting down most retail and entertainment businesses.

The first outbreaks of the flu were recorded in March 1918 at various military training camps readying soldiers for America’s entry into World War I. The European front experienced major outbreaks by summer. The flu spread rapidly across the nation’s military bases. Eventually, more than 53,000 American soldiers died of the flu, which was more than U.S. combat deaths during the war.

Still, the American public was spared the flu that summer. In September, though, the flu hit the city of Boston with devastating results. By October, deaths mounted to 3,700 in Boston, creating a panic. Commerce came to a standstill. More than 800 telephone operators were sick, limiting phone calls to emergencies only. Schools, banks, hotels, and shops closed down. Funeral services were banned, and the city ran out of coffins. In Philadelphia, mass graves were used without coffins. Churches closed or held outdoor services. City offices closed for weeks and sickness among city workers shut down public services. Shipyards were forced to close as men dropped dead at work. Trains were unable to maintain schedules. In one October week, 4,597 died in Philadelphia, creating panic throughout the city. In a two-week period, flu deaths reached 7,500 for Philadelphia alone.

By mid-October, most of America’s cities were suffering. The Spanish flu was killing more soldiers than the war. New laws and ordinances stopped people from gathering for business or entertainment. Wearing masks became a law in most big cities. City policemen patrolled trolleys to limit the number of people. There were also laws against spitting, dancing, shaking hands, and coughing or sneezing without covering one’s face. Major city streets were empty as commerce was halted. Many cities moved their criminal trials to open-air courts. In Phoenix, rumors started that dogs carried the flu, which resulted in massive shootings of dogs. Doctors were drafted by the Army, and the remaining civilian doctors were forced to join the Volunteer Medical Service at a pay of $50 a week.

The flu brought out the good and the bad in people as panic spread. Many shopkeepers inflated their prices on all types of medicine as people began panic shopping. Aspirin and quinine were extremely difficult to find. Doctors were taken at gunpoint to treat families. In Philadelphia, an innovative telephone hot line “Filbert 100” was set up to take emergency calls on a 24-hour basis. On the other hand, people volunteered to help man telephone lines, drive ambulances, deliver food, and work at hospitals. Workers came sick to work in the war industries to keep the war production going. Medical and nursing students worked night shifts after school to help maintain medical services.
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Influenza patients crowd an emergency hospital at Camp Funston, Kansas, during the pandemic of 1918. (National Museum of Health and Medicine)

At its worst, the 1918 Spanish flu caused somewhere between 50 to 100 million deaths worldwide, about 1 out of 100 people worldwide. The number of deaths in the United States was 657,000. By comparison, the second-largest U.S. flu pandemic, which occurred in 1957, would claim only 70,000 lives. Even President Woodrow Wilson caught the flu at the Paris Peace Conference. Though the president survived, many believe he never fully regained his strength and his weakness from the flu led to his suffering a major stroke in 1919.

Without a national organization to coordinate care and prevention, the country’s medical resources were managed at the city level. A Public Health Service existed, but it had a small $3 million budget. Today the Public Health Service has a budget of $40 billion. The 1918 flu pandemic illustrates the link between public health and economic prosperity. Economic data from 1918 are difficult to compare with today’s numbers, but most economists agree that the cost of comparable economic damage from a pandemic today would be $800 billion worldwide.
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1919—National Steel Strike

America’s steel industry had been plagued for decades by labor problems over such issues as the 12-hour workday, the seven-day workweek, and low pay. Bloody strikes, such as the Homestead strike of 1892, were common. Labor had failed to make any progress on union representation and collective bargaining, but labor unions were growing, and public support for unions was increasing. During World War I, however, President Wilson had moved to prevent any major strikes that would disrupt war production.

In 1918, a special agency was created to handle labor disputes in the war industries. The agency, known as the National War Labor Board (NWLB), had limited authority, which required the president to force compliance with the government’s labor policies. Priority one was to prevent production disruption caused by strikes and lockouts, but Wilson favored unionization and a progressive government effort to achieve this goal. However, the NWLB’s principles were the right of labor to organize with no company action against organizing efforts and the right of union shops to exist. The Wilson administration often used these broad principles to award contracts to companies. The end of World War I provided an opportunity for the unionization of America’s largest industry.

In contrast to the generally high wages paid during the war and shortly after because of a labor shortage, unskilled immigrant steel workers were underpaid and overworked. They worked 12-hour days, seven days a week. In 1919, wages for unskilled immigrant steelworkers were $1,466 a year but subsistence level for a family of five was $1,575. These workers were ready to fight for better conditions. They had also developed solidarity with the skilled steelworkers, which had been lacking in earlier strikes. This unity had been forged by the growing American Federation of Labor.

The American Federation of Labor saw the opportunity to expand its organizing efforts in the steel industry as the end of the war was in sight. The issue would accelerate at Midvale Steel in April 1918 with a challenge from the International Association of Machinists, which had started an organizing drive at Midvale Steel. Midvale produced the naval guns and shells and was critical to war production, so the government thought the NWLB would certainly force collective bargaining. Bethlehem Steel was also having problems with the International Association of Machinists, and the two companies were coordinating their approaches. Iron Age, the steel industry magazine, warned of NWLB’s stated intent to “encourage union leaders to seize upon the national war emergency to organize every plant heretofore maintained as a non-union or open-shop.”

In August 1918, the Midvale case came before the NWLB for review. The demands were collective bargaining, an eight-hour day, elimination of the present piece-rate system, and restoration of a beneficial insurance program. These, of course, were industry-wide issues. The NWLB recommended an employee representation plan, but Midvale Steel delayed any immediate action. These employee representation plans were company unions meant to slow the organizing efforts of the labor unions. United States Steel saw the threat of government intervention and in August 1918 called an industry meeting of steel executives at New York’s Waldorf-Astoria. An industry plan was designed to make the eight-hour day the base but to allow workers to work 12 hours at a time-and-a-half rate after eight hours. The arrangement was popular with most workers, who realized a pay increase under the new plan. Companies like Midvale did not like the solution from a productivity standpoint. Union leaders like Samuel Gompers, social reformers, religious leaders, and community leaders did not like the solution either because they thought it reinforced the 12-hour day. The compromise had the effect of slowing real reform from union or management reformers. Still, the issue of collective bargaining remained the real issue from the government’s standpoint.

In June 1919, about 200–300 of Midvale’s 2,000-plus workforce walked out. The Labor Department, the Navy, and the NWLB descended on the plant. The Navy got things going again, but collective bargaining now had to be settled by the NWLB. Midvale Steel was asked to speed up work on an alternative plan. Midvale Steel, however, was more interested in an industry-wide solution. The old tricks of using company spies, local political pressure, and harnessing union leaders were resumed. Judge Elbert Gary, chairman of United States Steel, would have nothing to do with collective bargaining, wage increases, or the elimination of the 12-hour day. In May 1919, the American Federation of Labor conference in Pittsburgh had discussed and approved a fall strike. The conference resolution called for collective bargaining, an eight-hour day, double-time pay for overtime, one day rest in seven, abolition of the 20-hour shift used to rotate the men, seniority-based wages, and the abolition of company unions. By July 1919, war powers were approaching an end. Gompers and the union, realizing the NWLB power and support would be gone, thought the time was right to push for companies to accept collective bargaining.

After Labor Day in 1919, labor trouble started in Pittsburgh. Union organizers could not rent meeting rooms, and local police and private guards seized literature from some organizers and ran others out of town. The economic downturn gave companies the upper hand, but the disturbances soon spread to the Chicago district. The union appealed to President Wilson to accept the union and collective bargaining and was counting on his support. Judge Gary of United States Steel refused to deal with the union. Charles Schwab at Bethlehem Steel and William Corey at Midvale Steel were counting on their employee representation plans to protect them. On September 22, when Gary refused to negotiate further, a national walkout started. Wilson had a stroke on September 26, 1919, and many believe his medical condition prevented government intervention. Wilson’s advisers held back with him incapacitated. Wilson had been rejected in the midterm elections, however, and public support was not with him. Furthermore, Wilson had been looking for money and support from steel companies for his League of Nations.

The strike initially hit United States Steel hard, and most of its workers in Pittsburgh, Chicago, Cleveland, Lackawanna, and Youngstown were out on strike. Bethlehem Steel continued to work with its employee representation plans in place. The steelworkers’ resolve was strong, but public opinion remained mixed. On September 30 as many as 360,000 steelworkers were on strike. The owners and local politicians formed large armies of deputy sheriffs to prevent violence. The owners used the postwar Red Scare of the Russian Revolution of 1917 in arguments against the unions. Newspapers openly worried about the influence of communists in the union. Still, the steelworkers held together. The union gained public sympathy with the push for an eight-hour day. The strike was fought in the trenches. Local violence, beatings, and raids were commonplace. Hundreds of strikers were jailed. Pennsylvania State Police proved particularly brutal on picketers.

The companies moved to strike breaking using between 30,000 and 40,000 black and Mexican Americans laborers. Strike breaking at United States Steel’s Gary, Indiana, plant turned violent on October 6. The governor declared martial law and brought in the National Guard. The violence spread to nearby Indiana Harbor. The guard completely suppressed the strikers and ended the strike in Indiana, but violence dragged on around the nation. In Pennsylvania and Ohio, the violence had a racial element against black strikebreakers and their families. By 1920, the strike was over. Most considered it a complete victory of the owners. Not a single concession was given; 20 died, and more than $112 million was lost in wages. However, within two years, with pressure from President Warren Harding, Gary and United States Steel were finally forced to accept the eight-hour day and six-day workweek.

See also: 1877—Great National Railroad Strike; 1882—Bessemer Process and the Labor Crisis; 1902—National Anthracite Coal Strike; 1959—National Steel Strike; 1981—Air Traffic Controllers’ Strike
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1921—Automotive Recession

The 1920–1921 recession that resulted from the end of war production hit the American automotive industry particularly hard. The recession was the result of a combination of issues. It brought about the end of the boom in auto sales after World War I and an industry-wide recession. In the summer of 1920, sales dropped by 50 percent and production by 60 percent. The recession revealed, for the first time, the cyclic nature of the auto business. The auto plants and their major suppliers, such as the rubber tire companies, were caught with huge inventories as the economy moved into recession. In the end, Goodyear would be taken into receivership, unable to cover its bank loans. Layoffs and wage cuts rippled through the industry.

Firestone, with its close ties to Ford Motor, was able to sell its inventory to Henry Ford. Ford, however, came dangerously close to bankruptcy himself. In 1920, Ford owed more than $60 million to big eastern banks, which had little love for him. Ford and Firestone established an aggressive inventory reduction plan that started price wars in the automotive supply chain. Ford also forced his dealers to pay cash on delivery for cars and parts. The dealers were then forced to take loans from their local banks. Local bankers were more agreeable to saving local businesses. In addition, Ford extended payments to suppliers from 60 days to 90 days. For Ford, the strategy was a huge success. By late 1921, he had paid off all debt and had a $20 million cash surplus. In effect, Ford forced the financial crisis down the company’s supply chain, though this action started a spiral of deflation throughout the economy.

The year 1920 also saw one of the sharpest recessions in the rubber industry. The war had created overcapacity, and the extended life of new tires had further reduced the tire manufacturing capacity that was needed. These industry issues converged at the start of an economic downturn. The recession of 1920 was short, but it remains one of the nation’s steepest periods of depreciation. Goodyear’s tire production dropped from 30,000 a day to 5,000 in the summer of 1920. B. F. Goodrich’s tire production went from 28,000 a day to 4,000 a day. By the end of 1920, Goodyear had an inventory loss of $30 million, and the price of rubber had plunged from 55 cents a pound to 16 cents a pound. F. A. Seiberling, owner of Goodyear, like most of the great industrialists of the period, had avoided banks, preferring to use earnings to fund operations. These panics of old often left such companies in a position of needing loans to carry them. Without an established line of credit, the industrialists were left in a position where the banks might take ownership in their companies in return for loans.

Furthermore, cotton prices dropped from $2.50 a pound to $1.00 a pound and then to 60 cents a pound and finally to 20 cents a pound. Firestone and Goodyear had more than a million pounds of cotton in inventory. Goodyear was also an American cotton farmer; it had an advantage over the rest of the world market when cotton sold at 60 cents per pound that had given it an advantage, but only Egyptian cotton producers with their cheap labor could grow 20-cent-a-pound cotton for a profit. With the war over and shipping lanes open, Egyptian cotton poured into the United States, taking the recession to the farmers. Daily spot prices of cotton dipped as low as 12 cents a pound. Farmers found it cheaper to burn their corn and cotton instead of paying $12 a ton for coal. The result was enormous inventory write-offs for the tire companies, which affected their ability to acquire cash for operations.

The 1920–1921 recessions involved more than raw materials depreciation; they caused a major downturn in auto sales. Tire and auto sales dropped just as rapidly as they had increased when the war had created first a boom and then an oversupply. The tire companies were left with huge and expensive inventories of tires and no sales. All the rubber companies had high debt, and now their income could hardly cover the interest payments. Akron’s growth had also forced the companies to look for capital beyond Akron banks, which couldn’t support their capital needs. Goodyear was in the worst shape of the big four rubber companies. The Seiberling brothers would end up losing Goodyear and starting a new rubber company, Seiberling Rubber. They would also file for personal bankruptcy. Firestone received some bank loans from its strong ties with Chicago banks, and U.S. Rubber was able to float a bond offering before the others because of its New York home base. B. F. Goodrich’s New York banking ties also paid off.

The official 1920–1921 recession lasted 18 months. Gross national product dropped by an estimated 3 percent. Total industrial production dropped 30 percent, and the unemployment rate was as high as 11 percent. The stock market fell around 40 percent. The lasting legacy of the 1920–1921 recessions would be its extreme deflation. Wholesale prices declined 40 percent, the largest drop since the Revolutionary War. Unemployment eventually declined, and the economy improved rapidly in 1921. Wages, however, remained low for years. The tire industry, the largest supplier to the auto industry, was forced into decade-long price cuts. The price of a replacement tire (including inner tube) for a Ford went from $35 in 1920 to $12.30 in 1925 to $7.35 in 1929 to $5.20 in 1930. Another outcome of the auto and auto supplier price wars of the 1920s resulted in major advances in mass production to reduce costs.

See also: 1965—Auto Import Challenge and the Fall of the American Auto Industry; 1975—Rapid Deindustrialization; 1979—First Chrysler Bankruptcy; 2009—General Motors Bankruptcy; 2013—Detroit Bankruptcy
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1921—British Rubber Embargo and Monopoly Control

The story of the rubber crisis and monopoly is similar to that of the decades’ long oil crisis of more recent years. In this case, the British controlled the raw rubber market from 1880 to 1945. In 1920, tire manufacturers saw prices decline and the cost of raw materials double. Tire prices dropped as much as 60 percent in the 1920–1921 recession, while crude rubber prices rose under the British Stevenson plan. The price of finished rubber dropped dramatically to 16 cents a pound because of the excess inventory in the United States. This put the British Asian rubber plantations in a position where their costs exceeded the price of rubber.

The British Rubber Growers Association and the then secretary of state for the colonies, Winston Churchill, took action to stop the decline in prices. Churchill became frustrated, believing Americans were not paying their share for this world resource. He noted that the United States consumed 71 percent of the world’s rubber, and Great Britain grew 75 percent of the supply of raw rubber. Churchill and his ministers put together the Stevenson plan, which tied the price of rubber to exports. The plan used a complex equation to stabilize prices between 24 cents and 36 cents a pound. That quickly doubled the cost of tires in the midst of a major U.S. price war.

Although some believed stability in rubber prices might be a good thing, Harvey Firestone and his friend Secretary of Commerce Herbert Hoover saw it as British government interference in the free market and a threat to the United States and its critically needed rubber supply. For many, rubber was a strategic material for which the United States depended totally on outside supply. Ford had more worries about rubber than just tires; hard rubber was also a key component in the batteries in his Model T. Harvey Firestone was worried about future embargos and reminded the American government of the British embargos of World War I. Goodyear, U.S. Rubber, and Goodrich, however, were less concerned. Firestone, as president of the Rubber Association, took the leadership for the industry, framing his fight against the Stevenson plan as patriotic.

The Stevenson plan would be a call to action for Firestone, who involved friends Henry Ford, Thomas Edison, Luther Burbank, Secretary of Commerce Herbert Hoover, and President Warren Harding. Harding and the rubber companies put a high priority on developing rubber alternatives and starting American-owned rubber plantations. In 1917, Edison, Ford, and Firestone had begun to use Edison’s New Jersey lab to explore the possibility of substituting milkweed and guayule for rubber. Edison even tried unsuccessfully to hire George Washington Carver, who had been conducting rubber research.

Intercontinental Rubber Company had been experimenting with Mexican and Texan guayule rubber since 1904, but its quality was lower than that of South American, Asian, and African rubber. Firestone made a set of tires out of guayule rubber for Edison to test, but Edison reported cracking problems. Edison made good rubber from goldenrod, but the cost was $2 per pound (two to eight times market price). Eventually, Diamond Rubber of Akron developed a process that brought the cost of guayule rubber to 90 cents a pound, which made guayule rubber competitive.

Ford put his chemists on this project, and Firestone marshaled the resources of the Rubber Club. Firestone assigned his son Harvey Jr., a recent Princeton graduate, to the project. Ford and Firestone also funded an Edison rubber laboratory at Firestone’s summer compound in Florida and started test farms in Florida and Georgia for growing various rubber plants. These efforts made slow progress, but much of this research would pay dividends decades later.

In addition, Herbert Hoover pushed for U.S. government support for Fire­stone and others to establish their own rubber plantations. They dreamed of rubber plantations in the American South controlled by American companies. Firestone was more panicked and began to search for foreign rubber plantations of his own. He tried to build in the Philippines, but the political roadblocks proved too difficult, and then explored possibilities in Liberia. Goodyear was already in Sumatra. Michelin had started a plantation in French Indochina, and Dunlop had started one in Malaya. The Dunlop plantation produced 7,000 pounds of rubber a day. These European-owned plantations were self-contained but used a type of slave labor. Goodrich took a different track, increasing its rubber reclamation capacity and technology. Henry Ford looked to resurrect the South American rubber industry and would develop plantations of his own. Firestone also fought back against the Stevenson plan by buying directly from private Asian rubber plantations to avoid the plantations under British government control.

In addition, Firestone formed an agency with U.S. Rubber, Goodyear, Good­rich, Fisk Rubber, and General Motors to create a rubber reserve. The agency was coordinated by U.S. Rubber because it had extensive offices around the world to trade rubber, going back to the days of its founder, Charles Flint. This agency and the plantation efforts of U.S. Rubber, Firestone, Goodyear, and Ford helped break the impact of the British trading monopoly. Firestone, Goodyear, and U.S. Rubber also invested heavily in their own plantations, though it took decades to bring them into full tree growth and production.

Britain realized that the search by other countries to become rubber independent was becoming the bigger threat to their monopoly and repealed the Stevenson plan in 1928. The result was a crash in the rubber market—the price of rubber dropped to 17 cents a pound. Goodyear mothballed its Asian plantation. Firestone, however, continued to maintain its African plantations, which would become important sources of supply in World War II.
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1922—Peanut Import Crisis

The United Peanut Growers Association [UPGA] was in the midst of a major struggle to increase peanut production after World War I. The peanut had saved the economy of the Black Belt South in Alabama and Georgia. More important, poor southern black farmers had shifted their livelihood from cotton to peanuts after the boll weevil infestation. However, the peanut market was suffering from lower demand for peanut oil after the war and a surge of imported peanuts from China and Japan. In 1920, these Asian sources had captured more than 50 percent of the American market. China, with its cheap labor for picking, was underselling American peanut growers by four cents a pound. At this time the United States had more than 300,000 workers employed in peanut production (mostly black southerners) and 600,000 acres in production. George Washington Carver had led an explosion in peanut production that led black sharecroppers out of poverty. Now, with the decline of the domestic peanut industry and the recessionary deflation in cotton prices, the South was in a true economic depression in the early 1920s.

In 1900, small tenant farmers had received $8 to $10 a month with a house to live in, a garden plot, and rations consisting of four pounds of meat and a peck of grain. Peanut growing had elevated these farmers’ incomes to $3 or $4 a day, and they were earning a living on par with that of northern factory workers. The problem was that Chinese farmers were making only 16 cents a day in 1920, so they were able to price their crops lower. This difference would destroy the hard-fought economic gains of southern sharecroppers against racism and the boll weevil. The southern Republican caucus was as committed as the UPGA to protecting U.S. producers with scientific tariffs to equalize wage differences in other countries. Congress had a standing committee, the Tariff Commission, to calculate those differences. Higher wages were considered appropriate by the Republicans as a result of American sacrifices to maintain freedom.

The political battle over tariffs in 1920 was one of the broader fights to extend Republican tariff protection to domestic industries. The Republicans had suffered political setbacks on their tariff policy under the Democratic administration of Woodrow Wilson, and many domestic products were in trouble. Southern Democrats had traditionally opposed tariffs because they believed tariffs hurt the big southern cotton and tobacco plantations, which were major exporters. Other southern crops were considered of little importance compared with King Cotton and tobacco. They also believed tariffs increased the price of farm equipment.

Northern Democrats opposed tariffs because they believed tariffs produced a general increase in the cost of food, clothing, and other goods. Republicans’ protection of domestic industries had been consistent from Abraham Lincoln’s time. Thirty million bushels of peanuts were imported from Asia then, which represented about half of the American market. In 1921, the Fordney-McCumber Tariff Bill was in committee, where rates were being decided on a long array of products. Peanuts would be of particular interest to the UPGA, and George Washington Carver’s dramatic and successful speech at their convention made him the ideal candidate to address Congress.

The Republicans were determined to have Carver testify as an expert witness, but Democrats figured the use of a black witness would actually help their anti-tariff stance. No member of the committee knew of Carver at the time, and in general, a black man was considered unlikely to be a credible expert to southern Democrats. Although southern Democrats mocked Carver, he would prove up to the task, and the shy professor delivered an adept and amazingly popular speech.

Carver demonstrated 145 uses and applications for peanut, including milk, peanut flour, and a wide variety of wood stains. In the end, the peanut growers got the tariff they had proposed of three cents a pound shelled and four cents a pound unshelled, which greatly increased peanut production. The tariff would save thousands from bankruptcy and slowed the migration of poor blacks to the factories of the North. Eventually, from 1916 to 1928 more than 1,200,000 blacks left the South as King Cotton fell, and about 120,000 went to Detroit. Another cause of this Great Migration was the government restrictions on European immigrants, which meant southern blacks were needed to work in the auto industry. Democrats hoped the migration of blacks north would balance the loss of southern jobs from imported peanuts. The percentage of blacks in Ford plants was well above 12 percent by 1930. The Republican Party made major gains in the South with these new tariffs.

The Republicans’ role in passing the 1922 tariff made a major difference in the long run. Democratic president Woodrow Wilson vetoed the bill, but Congress forced Republican president Calvin Coolidge to sign it in 1922. Peanut acreage increased by 37 percent from 1928 to 1938 due in part to these tariffs, which Republican administrations increased in 1929. The uses of peanuts increased, and peanut oil became an alternative to vegetable oils.

See also: 1703—Tobacco Depression; 1828—Tariff of Abominations; 1947—Mont Pelerin: A Crisis in Economic Thought and Academia; 1965—Auto Import Challenge and the Fall of the American Auto Industry; 1982—Collapse of the Steel Industry
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1929—Wall Street Crash and Great Depression

Although the stock market crash of 1929 did not cause the Great Depression that followed, it was the end of a bubble and of economic expansion. The stock market dropped more than 50 percent. The depression that followed would bring years of unemployment and hard times. Unemployment became a way of life for as many as 25 percent of the American workforce. Gross national product dropped by 30 percent, and industrial production dropped by 40 percent. The nation’s steel mills worked two to three days per weeks for years. Corporate investment was negative, and capital investment was below the level of depreciation. Unemployment from 1929 to 1941 was higher than 10 percent, and underemployment was as high as 50 percent. The estimated number of homeless people in New York City alone was 15,000. The number of homeless people in the nation was estimated at more than two million. The Depression also exhibited a double dip, returning in 1937 after some improvement. The Great Depression was also a truly global depression, which prolonged the slow pace of the recovery.

The U.S. stock market had been building a speculative bubble on the back of a booming economy. The beginning of 1929 saw a nation in a boom economy with a record gross national product. Unemployment averaged a mere 3 percent. In 1929, car production was double the 1923 level. Real income per capita had reached new highs, and newspapers were filled with stories of excessive spending. Speculation was also at an all-time high. Margin leveraged accounts for stock trading were at record highs as well. To facilitate investment, the Federal Reserve, for years, had been following a strategy of easy money. Consumer credit was rising dramatically because cars and mass-produced goods were in high demand. Interest rates for stock margin accounts were moving higher, however, reaching more than 20 percent. Just as during the Mississippi bubble of 1719, many small investors rushed in at the end of the investment bubble hoping to make millions by speculating on stocks that were selling at over 30 times earnings. Economists at the Federal Reverse were very concerned.

On September 3, 1929, the Dow Jones industrial average hit a record high of 381. The Federal Reserve had issued warnings against overspeculation and had started to tighten the money supply. Unfortunately, the New York Federal Reserve broke ranks, injecting massive amounts of cash for margin stock accounts. (This type of rogue behavior would be addressed after the Depression.) The availability of call money for margin stock accounts made big investors overconfident about the stock market’s setbacks in September 1929 and pushed the bubble to the breaking point.

The stock market started to show true signs of instability in October 1929. On Black Thursday, October 24, the market moved lower on record volume with 13 million shares traded. The biggest and mostly widely traded companies lost an average of more than 10 percent, triggering the first wave of calls on margin loans. The president and major industrialists jumped in with positive public statements to try to calm the markets. Then on Black Tuesday, October 29, 1929, the market crashed to 40 percent of its high a month earlier. As banks recalled loans, panic set in, and the great stock market crash entered into American legend. The Federal Reserve, business leaders, and politicians made the right moves to stop the economy from going over the cliff.

The stock market crash resulted in more than $2.2 billion being called on stock loans. Stock market losses put many in desperate financial positions. The crash was not directly followed by a depression, but it did signal the end of a huge expansion and bubble in the economy. By the end of 1930 and into 1931, bank failures, panics, and runs started with the now-famous lines of panicked depositors. Bank failures were 659 in 1929, 1,350 in 1930, and 2,293 in 1931. The banking problems spread in 1931 with a doubling of bank failures and mortgage bankruptcies. By 1933, 11,000 of America’s 25,000 banks had failed.
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The street scene on Wall Street on October 24, 1929 (“Black Thursday”), the day the New York stock market crashed. On that Thursday, stock prices, which had begun to decline in September, fell rapidly, unleashing the first panic. By the following Tuesday, the market completely collapsed, leading the United States into the Great Depression. (Bettmann/Corbis)

The money crisis soon spread to other parts of the economy. Home building dropped by 80 percent. Deflation rapidly lowered food prices and reduced grain prices, which hurt farmers. Farm prices dropped 40 percent from the 1926 high. Factories cut back to a schedule of two to three days a week, effectively cutting wages 50 percent. The government tried to pour money into the economy to create demand. Social problems started to mount as unemployment hit 17 percent in 1931 and would peak at over 25 percent of all workers and 37 percent for non–farm workers. Even these estimated unemployment rates understated the panic as most Americans were working short weeks.

The unemployed clustered on the outer borders of major cities in boxes, tents, and shacks known as “Hoovervilles.” President Hoover, who left office in 1933, was justifiably blamed for his failure to properly manage the U.S. economy. As the crisis spread across the world, countries raised tariffs to protect domestic production. Still, it was not the American tariff rates so much as a rush by all countries to protect their home markets that caused the Depression to deepen. The combination of deflation, low farm prices, and tariffs cut imports 40 percent. In 1932, as the Dow hit 95, the United States looked for a political solution with the election of Franklin Roosevelt and the progressive Democrats.

In 1933, Roosevelt imposed a bank holiday to stop panics and build new confidence in the banking system. More dramatic was the creation of the National Recovery Administration (NRA), which had sweeping powers to control wages and prices. The NRA created a national industry, similar to what Stalin implemented in Russia. From 1933 to 1934, Roosevelt tried a long array of approaches, moving off and on the gold standard, credit regulation, mortgage aid, work projects, trade laws, reduced tariffs, increased taxes, new banking regulations, and expanded credit programs. The government looked to put people to work. The NRA would be found unconstitutional in 1935, but while it was in effect it stabilized unemployment and confidence. The Dow moved up from a low of 58. The Civilian Conservation Corps hired more than 250,000 young men and prevented social unrest during the worst of the Depression. In 1935, the New Deal Democrats, looking for a long-term social safety net, enacted the Social Security program. The National Labor Relations Act of 1935 allowed the unionization of the steel, rubber, and automotive industries and widespread collective bargaining. Economic improvement came, only to fall back in 1937.

The Depression changed the American psyche and economic thinking to this day. Despite the Depression, however, Americans remained patriotic and supported the government, whereas the poor economic conditions brought growing social unrest throughout Europe. The American family unit was key to America’s weathering of the Depression. John Maynard Keynes’s economic approach, which emphasized government spending and consumers, became the dominant approach to managing the economy before and during the Depression. Tariff policy would be changed after centuries of tariff protection because of the fear of trade wars.

The Depression would also initiate a decade of social and economic legislation to build a safety net. Banking laws were strengthened to protect consumers, and the union movement was strengthened to help workers. Congress passed the Smoot-Hawley Tariff Act in June 1930, creating historic tariff rates at around 30 percent overall. Other countries also imposed tariffs in an effort to save domestic production, but the decline was well underway. However, years later many pointed to tariffs as a problem and used this theory to advance free-trade policies after World War II. An endless array of laws was implemented to address the causes and effects of the Depression, including stock market controls. Some of these have proven helpful, while others proved very costly to the economy. The analysis of the Great Depression and its causes and effects continues to this day. There is no question that it affected the psyche of Americans for decades.

In August 14, 1935, President Roosevelt signed the Social Security Act, which was a social insurance designed to pay retired workers age 65 or older a continuing income after retirement. It was not originally planned to be a full retirement fund but to maintain income above poverty levels. In 1937, Social Security payroll taxes were 1 percent for the employer and 1 percent for the employee. Payroll deductions were mandated under the Federal Insurance Contribution Act (FICA). Today Social Security stands as the largest government program in the world and the single greatest expenditure in the federal budget. In 2009, more than 51 million Americans received more than $650 billion in Social Security payments.
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1930s—Agricultural Depression and the Dust Bowl

By 1933, the Great Depression had spread to all parts of the U.S. economy and throughout the world, but farming would be hit harder and longer than the general economy. In particular, the high plains of Texas, Oklahoma, New Mexico, Kansas, Colorado, and parts of other midwestern states would see steep economic declines. Windstorms and soil erosion affected more than 100 million acres of farmland, and more than a million farmers lost their farms.

Although the Great Plains are prone to drought and even dust storms, the climatic conditions of the 1930s were considered a 300-year event. Farmers had suffered for most of the early 1930s as rapid deflation destroyed crop prices as the Depression gripped the world. Many were on the verge of bankruptcy when the drought and winds came in the late 1930s. The soil-laden winds not only took away precious topsoil but destroyed homes and equipment. Farmer bankruptcies soon drained small-town banks that had proved resistant to the industrial downturn; in the late 1930s, small-town banks were failing at a higher rate than urban banks.

The devastating combination of economic and climatic conditions would destroy millions of lives and cause a great migration to California. More than 2.5 million residents migrated out of the Great Plains. State and local governments were in no financial position to handle such a huge interstate migration, and in the places where they relocated, the local residents often resisted accepting these “Okies.” The homeless migrants were often forced to settle in camps. Early on, California was a favored destination, but by the late 1930s most migrants were going north to the factories. By the late 1930s, the agricultural depression had become a unique combination of problems, requiring government involvement at many levels.

The roots of the Dust Bowl go back to the farming boom of the late 1920s. Higher crop prices throughout the world brought more American land into cultivation. The amount of land under cultivation tripled between 1925 and 1930. Rapid cultivation, at times, led to poor soil management. In 1931, a series of droughts spread throughout the plains states. In 1933, a wave of windstorms started to hit the American plains. These storms would often last days, moving millions of tons of soil east. The dust often covered eastern cities and included unusual phenomena, such as red snow in New England. The year 1935 was famous for its so-called “black blizzards,” which occurred throughout the Dust Bowl. These black blizzards turned day to night and reduced visibility to five or six feet. Many died of dust pneumonia.

By 1933, the economic impact of the lack of crops and soil erosion was overwhelming; the problem of a shortage of animal feed followed. Land price deflation and bankruptcies brought more economic problems. Some farmers just left their farms. President Franklin D. Roosevelt was forced to fight the Depression on two fronts. His agricultural program was aggressive; some parts of it were eventually deemed unconstitutional. In 1935, the Natural Resource Conservation Service was established to address soil conservation. In addition, the Federal Surplus Relief Corporation (FSRC) was formed. With meat prices falling and production costs rising, the FSRC purchased six million pigs to stabilize prices. The meat was packed and distributed to the poor. In 1935, Roosevelt formed the Drought Relief Service, which purchased cattle (most were unfit for human consumption) for as much as $20 a head to save farmers from bankruptcies.

New Deal policies affected all farm products. Many of the government programs were to pay the farmers not to produce crops. Even the alternative southern crops, such as the peanut and soybean, suffered from the economic decline. In 1932, peanuts dropped to under three cents a pound. The first response of Congress was to offer low-cost loans to peanut growers, but this did little for the small farmers and not much for the large farmers. The New Deal Congress of 1933 tried to introduce direct price supports for peanuts, but this was a total failure. The New Dealers saw the farm and peanut problem as a supply/price issue. So the next step was to restrict production and pay farmers not to grow. To finance the payments, taxes were placed on the peanut processors. The program ended when the Supreme Court ruled the processing tax unconstitutional. In general, price support and management programs had mixed results at a very high cost. Another problem of government interference was the passing of high tariffs, in which other countries joined. Tariffs had minimal effects on industrial production but did force crop prices down and reduced exports.
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An immense dust cloud threatens farmhouses during the environmental disaster of the 1930s known as the Dust Bowl. Poor land management and severe drought caused winds to carry off the topsoil of a large area in the southern Great Plains, resulting in widespread destruction of farmland. (National Oceanic & Atmospheric Administration)

The Roosevelt administration tied its employment programs to farm relief programs with the Civilian Conservation Corps, which consisted of men between the ages of 18 and 26, selected from the public welfare rolls. The men were located in camps with free room and board. They earned $30 a month, of which $25 were sent back to their families. Enrollees served six months and could re-enroll up to two years. Eventually, more than three million served up to 1942. One of the main projects was the planting of tree wind breaks throughout the country. More than three million trees were planted. In addition, the corps trained farmers in soil conservation and anti-erosion practices. The government also paid farmers a dollar an acre to implement these programs. It is estimated that these practices reduced wind erosion by 50 to 70 percent. Farmers also shifted away from corn and wheat to animals and hay to diversify their farms.
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1936–1939—Labor Uprisings

The 1930s was a decade of economic turmoil in the United States on all fronts. The National Labor Relations Act, or Wagner Act, named after Senator Robert Wagner of New York, was the cornerstone of President Franklin D. Roosevelt’s New Deal social legislation. This act changed the very landscape of labor in the United States in hopes of avoiding widespread social unrest during the Great Depression. Roo­sevelt also hoped higher wages would improve the economy, which had slipped into recession in 1936. The Wagner Act would usher in a wave of unionization in the steel, automotive, rubber, mining, and electrical industries. At the start of the 1930s, less than 10 percent of America’s labor force was unionized; after the 1935 passage of the Wagner Act, the decade ended with 35 percent of the labor force unionized. The act changed the role of government in labor policy. The act declared that democracy must apply in the workplace and that the means to this democracy was the right of workers to organize and bargain collectively through employee representatives. The act established a National Labor Relations Board (NLRB) to implement and oversee the Wagner Act.

The labor movement had been stalled by 1935 when the Committee for Industrial Organization (CIO) was formed to take on U.S. companies. The CIO was in its embryonic stages of bringing together eight international unions under the guidance of John Lewis. It was clear that unions would have to move from a crafts model to an industrial model. Skilled and unskilled laborers would have to unite under one union. Solidarity was needed, which required opening membership to all workers of all races. Unions had rallied under Roosevelt in 1933, but strikes proved unsuccessful except against the mining industry. After much blood and violence, the miners won recognition for their union by the mining companies. They came together in solidarity, offering the core model to expand the CIO.

The highly concentrated rubber industry in Akron, Ohio, offered the best hope for unionization under the new Wagner Act. By the end of January 1936, small sit-down strikes hit Firestone, Goodrich, and Goodyear. Small victories were won on a departmental basis. By February, the union was ready for a more traditional strike at the heart of the antiunion movement—Goodyear. If Goodyear fell, so would the whole industry. The strike this time blew up at Goodyear Plant No. 2, where hundreds of picketers blocked the gates and prevented management replacements and supporters from entering and continuing production.

The new union lacked structure and discipline, but the strike dragged on for five weeks. Akron police tried to avoid violence but could do little else in the face of thousands of workers. Shanties were set up and called “Fort Roosevelt.” Fistfights were common as replacement workers tried to cross picket lines, and the local police were overwhelmed by the daily fights that broke out. Both sides seemed to use force when they felt it necessary. Food was brought in by U.S. Postal trucks sent by management to feed strikebreakers, as only government vehicles were allowed through the picket lines.

Eventually, government negotiators broke the standoff, and the union claimed its victory but did not achieve real recognition of their union. The five-week struggle ended with mixed results. The union did win a six-hour day, which was cause for much celebration in the streets of Akron. The strike had also destroyed support for the Industrial Assembly company union. The union victory at Goodyear boosted the membership in the United Rubber Workers union throughout Akron, and the union strengthened its resources by joining the CIO that summer. The battle for unionization moved to the Gadsden, Alabama, Goodyear plant, which became the next focus of the union fight. The CIO was strengthened, however, and would gain recognition in the rubber industry by 1940.

Within a year of the rubber strike, the Steel Workers Organizing Committee (SWOC) of the CIO evolved. On January 1, 1937, United States Steel accepted a one-year contract with the SWOC that included union recognition, a 40-hour workweek, time and half for overtime, holiday pay, a week’s vacation, and a $5-a-day wage. Other industrialists thought United States Steel was selling out, and a national strike against the other companies raged in 1937. The strike reached a peak at Republic Steel’s South Chicago Plant where in one day 10 workers were killed (seven shot in the back) and more than 50 wounded by police; overall, 16 people died in the strike, 10 workers and six police. Strikers also died at plants. This bloody strike (far bloodier than the 1937 Homestead strike had been) ended in acceptance of the United Steel Workers union throughout the steel industry. Thus, in 1937, the first industrial union was fully developed.

The key to the union’s success was a secret ballot to decide whether to unionize under the auspices of the NLRB. Since the passage of the Wagner Act, there have been more than 360,000 secret ballot elections. Ininitially, the NLRB had five members appointed by the president with Senate oversight. Early on, employers and the American Federation of Labor, which argued that CIO unions were favored, questioned the neutrality of the NLRB. Neutrality has proved difficult over the years. The Wagner Act had many critics; but in the end, the Supreme Court upheld it as constitutional in 1937 in NLRB v. Jones & Laughlin Steel. The argument over individual choice on whether to join the union continued, and President Roosevelt attempted to counterbalance the actions of some of the extreme activist union supporters who wanted to expand the intent of the act.

See also: 1877—Great National Railroad Strike; 1882—Bessemer Process and the Labor Crisis; 1894—National Labor Unrest; 1902—National Anthracite Coal Strike; 1959—National Steel Strike; 1947—Economic Restructuring of America: Taft-Hartley Act; 1981—National Air Controllers’ Strike
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1937–1938—Recession

The 1937 recession has been called “the recession within the Depression” or a double-dip recession. Others, at the time, called it “Roosevelt’s recession.” Economists to this day are searching for the exact cause for such a double dip. By 1937 during the Great Depression, all economic measures were back to pre-Depression levels with the exception of unemployment. Of course, for most Americans the only indicator that counts is unemployment. This unique recession was a totally American recession. The decline during 1937–1938 was steep, shaking belief in the New Deal policies promoted to ease the Depression. The decline in economic activity was steeper than that of 1929–1933 at the start of the Depression. The industrial index fell 37 percent during the period, and unemployment went from 5 million to almost 11 million by May 1938. All of this was complicated by the recession in farming related to drought and other natural disasters.

The problem with writing about the 1937–1938 recession is that its cause is still highly debated today. The history is complex and conflicting, but some facts can be discussed. The New Deal policies implemented in 1933 corresponded with a successful turnaround in the economy until 1937, although many still argue the turnaround was a normal business cycle bounce and not the result of government policies. The 1933–1937 recovery was extremely rapid; gross domestic product (GDP) averaged nearly 9 percent annually. Unemployment, by most measures, went from 25 percent to around 14 percent. Manufacturing unemployment dropped by almost 40 percent.

The downturn that began in 1937 is just as hard to source, but the facts are clear. Employment jumped from 14 percent to 19 percent, and growth in GDP fell to 2.5 percent. In the ongoing debate over what caused the downturn, blame has been placed on such factors as tax increases, reduced deficit spending, and tight money, all of which did occur. Some have argued that the cause of the downturn was too many government regulations, whereas others have argued that it was too few government regulations. The range of causes spans the whole political spectrum, but the pain this recession caused to the average citizen was real.

Personal income for 1937 started falling as Social Security taxes took effect. However, wages and benefits for heavy industry rose with the wave of unionization in steel, rubber, and auto industries. The economic problem was compounded by a major decrease in deficit spending by the government coupled with a decrease in the money supply. Most economists would agree that this was a prescription for recession.

Economists argue over why the money supply tightened. The Federal Reserve did raise interest rates in 1937, but not enough to fully explain the downturn. The reduction in deficit spending was more dramatic. Roosevelt had lost much political capital in 1937, and no New Deal legislation was passed; but Roosevelt’s government managed to spend another $5 billion in the spring of 1938, which had no visible results. However, because of the devastation in the farming sector, the Agricultural Adjustment Act of 1938 was passed. This act increased loans to farmers and began to pay farmers not to produce. The deficit was reduced from $4.3 billion to $2.2 billion in 1936, but government spending only decreased by $500 million. Government was merely reducing the rate of growth of its spending.

With new legislation blocked in 1936, the administration looked to improve the economy by raising wages through unionization. The National Labor Relations Act of 1935 was on the books and offered a means to push unionization in America’s biggest industries. The act was, to some degree, an overreaction to the joblessness of the Depression. Balance in implementing the act would be achieved only after years of debate and amendment. The hoped-for role of the act in improving the economy by increasing wages was never achieved. The act’s first major success in raising workers’ wages through unionization came in 1937 with the victory of the Congress of Industrial Organizations over General Motors, followed by the unionization of United States Steel.

The gold policies of the U.S. government during this period have also been blamed for the 1937 downturn. In 1933, gold inflows into the United States increased with the rise of Hitler in Europe. These large gold inflows, in effect, increased the money supply and, many believe, contributed to the 1934 recovery. Roosevelt also moved the price of gold from $20 to $35 per ounce, which also increased the money supply. In 1936, with recovery underway and inflation rising, Roosevelt instituted a gold “sterilization” program that effectively put gold reserves in an inactive government account, stopping money-supply expansion. The economy had dipped down after Roosevelt took this action; in 1938, the government ended the sterilization program, putting money back into the economy.

The stock market declined in 1937, which again reduced confidence and sent business expenditures down. Businesses also pulled back their activity, fearing the threat of antitrust suits if they opposed unionization. These declines in investment and consumer spending resulted in declines in planned production. Real gross national product dropped 11 percent, making it the third worst recession in the 20th century after those in 1929–1932 and 1921. The 1937–1938 recession proved to be one of the longest on record, and unemployment did not return to 1937 levels until after World War II. The 1937–1938 recession added to the pain and memories of the Great Depression. In the final analysis, Keynesian economists blame the recession on cuts in government spending and tax increases, whereas monetarists blame the Federal Reserve’s tightening of the money supply.
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1940s—World War II Rationing and Shortages

America had known rationing in all of its wars. World War I, for instance, created shortages in rubber, gasoline, auto tires, chemical dyes, starchy foods, sugar, and coffee. Because of the length of World War II and the volume of its requirements, its effects on the public were very severe. Rubber, nylon, tires, gasoline, steel, alloy metals, cotton, wool, and a variety of foods were, at times, in critical shortages. World War II and its shortages would be aggressively addressed using rationing, substitute materials, recycling, new foods, conservation in industry, home victory gardens, and aggressive research programs. By 1945, for example, more than 20 million victory gardens produced 40 percent of America’s fresh vegetables.

Initially, rationing was the only route possible to secure war materials. The first wave of rationing included tires, cars, gasoline, fuel oil, rubber, nylon stockings, typewriters, sugar, and coffee. The next wave included meat, cheese, shoes, and stoves. More than 8,000 rationing boards were established, and prices were frozen on all items to be rationed. The rationing was complex. There was uniform coupon rationing on things like sugar, meat, and cheese, which were distributed equally to consumers. There was also differential coupon rationing based on various needs, such as gasoline and fuel. Voluntary rationing of gasoline and fuel proved a failure and coupons were issued starting in 1942.

Gasoline rationing consisted of a normal A coupon that allowed 4 gallons per week and a B coupon that allowed 8 gallons a week for those whose jobs were essential to the war effort. Further enforcement included a mandatory tire inspection every 5,000 miles. If the government concluded that the car was not in use, the gasoline ration and tire ration could be reduced. Some people, such as truckers, congressmen, physicians, railroad workers, and mail carriers, were allowed unlimited amounts of gasoline. Certificate rationing was imposed on some products that required an application and approval, such as industrial chemicals. In the case of food, rubber, and gasoline, consumers were encouraged through patriotic appeals to reduce their consumption even lower than the levels the coupons allowed.
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An eager schoolboy gets his first experience in using War Ration Book Two in February 1943. During World War II, children learned about point rationing at school and in real life experience. (National Archives)

Much of the rationing centered on the family car, just when the nation had become addicted to the automobile. Gasoline rationing required carpooling for many. This rationing was an economic burden that basically eliminated all but necessary driving. Educational programs were the key to gaining public acceptance. Consumers were encouraged to maintain the “victory speed” of 35 miles per hour. Tire pressure monitoring and tire rotation were encouraged. These suggestions were shown in cartoons at all movie theaters. Educational programs made everyone part of the war effort and capable of making great sacrifices. People were encouraged to plant victory gardens to increase the food supply, and the government issued special cookbooks to help people learn how to save on food. Major advertising campaigns focused on reducing heat levels in homes, having meatless days, and recycling scrap materials.

Scrap steel and rubber were both vital in the production of war equipment. Recycling efforts put things in war terms. For example, Americans were told that a scrap steel shovel could be used to make four hand grenades. The government required 6 million tons of scrap steel alone to keep the war effort going in 1941, and American scrap drives, many of which were led by children, produced that amount in a month. One problem became overzealous collectors who stripped homes of wrought iron fences; tore iron out of cemetery memorials; tore up railroad rails, park statues, historic cannons, and church bells; and aggressively stripped steel signs.

Rubber was considered the most critical war material, followed by starch sources. Cornstarch was one of the most critical because the country was very dependent on cornstarch and imported starches at the start of World War II for a large variety of necessary products. Starch imports had been growing since 1922 to the start of World War II, and the country was using more than a billion pounds of cornstarch alone. Only 250 million pounds was being used for food. The sizing of cotton textiles used 300 million pounds of cornstarch, the laundering of garments used 250 million pounds, and the paper industry used about 200 million pounds. Another 100 million pounds of cornstarch was used to produce dextrin for glues, adhesives, and other industrial uses. On the eve of war, nearly half of this starch was being imported. With the war increasing demand and reducing imports, government chemists and private chemurgists were again studying George Washington Carver’s sweet potato research of the 1920s. Sweet potatoes offered a great source of additional starch and chemical bases for glue, adhesives, and dyes.

The government even went into clothing design to save cloth. A 15 percent savings was achieved by shortening hems and removing belts and cuffs on women’s clothing. Bridal gowns, maternity dresses, and religious clothing were exempt from cloth rationing. The creative effort of Americans helped achieve major reductions in cloth usage and included the creation of new fibers. Henry Ford announced his opening of a pilot plant to produce soybean fiber as a replacement for wool. Ford predicted he would cut his upholstery costs for cars by 50 percent, and during World War II, Ford’s soybean wool did indeed replace 30 percent of the imported supply of wool that was cut off. The government invested millions in synthetic and substitute materials programs. Ethanol alcohol was mixed with gasoline to stretch gasoline supplies, but the United States never fully mastered synthetic gasoline as the Germans did during the war. Ford even promoted the use of a 40 percent alcohol and 60 percent gasoline mix as the ideal fuel. Similarly, efforts to make synthetic rubber did not fully come to production until after the war.

Oil and fats for soap making and paint were in short supply as more than 80 percent were imported. The soap and paint industries were one of the major users of these imported oils such as palm and coconut. The tropical oils, coconut, palm, and tung oils, had almost no domestic sources, and the world’s major sources were in the Philippines. The Henry Ford lab helped these industries use soybean and peanut oil as substitutes. Paint was scrapped and recovered for consumer use. Oil from petroleum was badly needed for machine lubrication, and new recovery processes were developed. Salvaged kitchen fat was used to produce glycerin for explosives.

Although black markets and scams evolved for all rationed goods, the general behavior of the American people proved patriotic. History has shown that shortages on the home front can often break a nation’s will to win. The United States in World War II demonstrated a unity rarely seen in nations at war. Organizations and churches helped in recycling drives. Companies voluntarily tried to save on materials and converted over to wartime production. The foundations of Henry Ford’s, and later Toyota’s, lean manufacturing systems were built during these war years. Government research programs in synthetic rubber, cloth, and alloys would pay huge dividends by the 1950s. The shortages of World War II would again demonstrate the creative motivation of economic shortages.

See also: 1807—Economic Embargo and Depression; 1862—Union Blockade and Inflation; 1910—Rubber Shortage and Price Explosion; 1914–1918—War Shortages; 1941—Rubber Crisis and Shortage; 1969—Technological Tire Crisis: Radial Tire Production Ends U.S. Rubber Dominance
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1941—Rubber Crisis and Shortage

World War II illustrated the strategic nature of rubber for the United States. Each of the nation’s 50,000 Sherman tanks needed a half-ton of rubber, each of the nation’s 30,000 bombers required a ton of rubber, and each ship needed 80 tons of rubber. Each year, the U.S. Army needed more than 3 million tires, and the Army Air Corps needed 1.5 million tires for its airplanes. These battle-ready tires took six times more rubber and five times more cotton fabric than a normal tire. Soldiers required 45 million pairs of boots and 77 million pairs of shoes with rubber soles. There were also domestic supply needs for industry. The United States had no natural sources of rubber, so rationing was instituted. Rationing of rubber virtually eliminated the use of the automobile for leisure during the war.

All natural rubber came from Asia and Africa (with minor amounts from South America). At the start of the war, the British controlled 50 percent of raw rubber sources, and the Dutch had 40 percent. The United States controlled less than 5 percent with Firestone’s Liberia plantations and Goodyear’s Sumatra plantations. The United States was consuming more than 770,000 tons of raw rubber each year. In the critical war year of 1942, the Firestone Liberia Plantation supplied 10,000 tons of rubber but by the end of the war would supply 20,000 tons a year. The Japanese moved quickly to control and block rubber shipments from Asia. The Germans similarly moved quickly to control African sources. The United States was dependent on foreign rubber, 75 percent of which went into tires and inner tubes before the war; the balance came from recycling. America, even before the war, had started efforts to produce synthetic rubber.

Initially, the United States was dependent on collecting and recycling old tires while rationing new tires to critical needs. Goodrich Rubber had a method to produce synthetic rubber, known as Buna-S, on a very limited basis. The main problem was the shortage of critical chemicals. Goodrich’s Buna-S formula using methyl methacrylate was restricted because of shortages of methacrylate. Buna-S rubber could also be made cost-effectively using styrene, but the Germans and Standard Oil held the patent rights. The Germans were already making tires of 30 percent Buna-S and 70 percent natural rubber, but performance was barely equivalent to that of all-natural tires.

The bombing of Pearl Harbor changed things quickly, and the United States was in crisis mode. The war negated German patent rights over Buna-S, which was the most economic synthetic that could be used to replace natural rubber. Buna-S was made from butadiene and styrene (or the more expensive methyl methacrylate). Butadiene could be made from petroleum or grain alcohol, and styrene was a by-product of coal tar from steel coking operations. The Germans were pioneering alcohol-based butadiene to free itself from imported petroleum. Standard Oil preferred butyl rubber, but everything depended on availability of base chemicals.

The government formed several committees to address strategic materials and offered loans for the big four (Goodrich, Goodyear, Firestone, and U.S. Rubber) to build synthetic rubber plants. Nothing came fast enough for the country, however. In 1941, synthetic rubber production was a mere 8,000 tons. Firestone’s African plantations went to double tapping of the trees to increase the natural latex rubber base in the early years of the war, but scrap rubber was the only real source of rubber for the United States at that time. By 1943, the nation’s stockpile and imports of rubber reached bottom, requiring a scrap rubber drive across the nation. Civilian tire sales were halted by the government. The only way to save tires was to ration gasoline to reduce mileage. Companies moved into the business of recapping tires to save rubber. The annual collection rate of 300,000 tons of scrap rubber saved the nation in the early years of the war. Synthetic rubber was slow to develop but would make the difference by 1945.

The production of synthetic rubber posed a number of problems. Several different types of synthetic rubber were being made. The aforementioned Buna-S was the major source that could be brought into mass production by midwar. Other synthetic rubbers were butyl rubber and neoprene. The chemical shortages required the government to step in and decide what mix of rubber would be made in order to conserve chemicals.

The U.S. government appointed a special committee headed by Bernard Baruch to decide the mix. Baruch had broad expertise in rubber, having managed Intercontinental Rubber for the first decade of the 1900s. Committee members included Dr. James Conant, president of Harvard, and Dr. Karl Compton, president of MIT. The Baruch Committee set a target of 800,000 tons of synthetic rubber per year. The mix to achieve that goal would be 700,000 tons of mainly Buna-S, 60,000 tons of Standard Oil’s butyl rubber, and 40,000 tons of du Pont’s neoprene. To satisfy the farm lobby, 15 percent of the Buna-S (105,000 tons) would be made from alcohol. Initially, alcohol-based synthetic rubber was all that was available. By 1943, alcohol-based rubber still accounted for 77 percent of the nation’s total; without it, the nation would have been seriously short of rubber. This mix of alcohol-based rubber required a government order to force whiskey distillers to switch to industrial alcohol, creating a shortage of whiskey in the U.S. economy and putting old bootleggers back into business.

The Baruch Committee was to design a standard synthetic plant that the rubber companies could build to supply the needed mixes. The rubber shortages had other effects. Airplane, bus, and truck tires required a 40 percent mix of natural rubber, necessitating rubber rationing throughout the war. Civilian tire production was halted until 1943, but when civilian tire sales resumed the content was restricted to two percent natural rubber because of its need in airplanes and trucks. Another effort during the war was the development of stronger and thinner tires using nylon (a rationed material) and rayon to extend tire life. These tire had thinner walls to reduce rubber usage. Rayon and nylon saved rubber and reduced weight, which made it a natural for airplane tires. The rayon cord tire became a standard in military truck tires as well.

See also: 1807—Economic Embargo and Depression; 1862—Union Blockade and Inflation; 1910—Rubber Shortage and Price Explosion; 1914–1918—War Shortages; 1969—Technological Tire Crisis: Radial Tire Production Ends U.S. Rubber Dominance
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1943—Steel, Metal, and Alloy Shortage Crisis

Rubber and alloys for stronger steel were critical resources that the United States lacked during World War II. Shortages of alloys for steel got less public notice than other shortages during the war because there was little the public could do about it, yet alloy steel was necessary to make gears and axles for cars, trucks, and tanks. In addition, alloy steel was needed for aircraft landing gear and for armor for tanks, ships, helmets, and gun steel. The key alloys to strengthen steel are nickel, chromium, molybdenum, and vanadium. Nickel and chromium are also the main alloys of stainless steel, which was needed for the war effort. Nickel was needed for tank and ship armor. At the start of the war, the United States had no natural resources of chromium or nickel, but nickel supplies were in the hands of friendly allies. Copper, lead, and zinc were also critical metals in short supply. Before the United States entered the conflict, the government had started a stockpiling program for these critical alloys.

The lack of steel and strategic metals would force a complete shutdown of car production for domestic consumers. The most problematic steels were a heat-treatable group for gears, axles, and forging that blended various amounts of chromium, nickel, and other alloys, such as vanadium and molybdenum. Each steelmaker had its own recipes and formulas. For example, in the steel used for the same type of truck gear, one producer used 12 percent chromium and another used 3 percent. Metallurgists realized that there had to be an optimum blend of these alloys to produce steel with the maximum strength and properties. Some of these proprietary blends were extremely wasteful, using two to five times what was needed. The steel companies were highly resistant to sharing information, which resulted in much waste of these critical alloys.

The government would form a research group to find the optimum blend to save these critical alloys. By the end of the war, blends for making steel were standardized and produced huge savings in alloys. This War Board went even further, finding substitutes such as vanadium, molybdenum, and manganese for critically short chromium. The United States had the world’s major deposits of molybdenum, and American metallurgists proved very creative at substituting small amounts of molybdenum for huge amounts of chromium to achieve the same results.

Chromium was in such short supply that its use was restricted to war material. This eliminated chrome-plated steel and the domestic use of stainless steels. Stainless steel contained up to 18 percent chromium, but research led to blends with lower percentages. In addition, chrome trim in automotive and appliance applications was eliminated during the war years. The government effort resulted in reductions in chromium usage of more than 60 percent.

Copper, another critical metal in short supply, was needed for millions of gun and bullet shells. Even Hollywood’s copper-based bronze Oscar had to be made of plaster during the war years. The government was also forced to move into steel penny production during the war because of the severe lack of copper, but they were never popular because they quickly corroded from hand sweat and moisture. The copper shortage lasted after the war because so much was tied up in war material—the 1946 penny had to be made of old gun shells until copper reserves were rebuilt. Similarly, zinc was in short supply, requiring the restriction of zinc-coated roofing nails, which slowed housing construction and repair. Zinc was needed to blend with copper for brass gun shells and with tin for bronze needed in shipbuilding. Ultimately, the use of zinc to coat steel pennies was approved because of public demand for a better penny.

Aluminum was necessary for aircraft production and shortages would, at times, reduce American plane production. Aluminum stockpiling had started before the war, and the government was particularly focused on breaking up ALCOA Aluminum Company because it was believed to be part of the problem, though it was ultimately unsuccessful. Aluminum scrap drives were extremely successful, but aircraft production needed virgin, smelted aluminum. Domestic aluminum product production for such things as airstream trailers, pots, and pans was halted. The bigger problem was that the United States lacked the smelting capacity needed for aircraft production. American industry responded by building 20 new plants and took aluminum production from 140,000 tons a year to 600,000 tons a year. The United States was so successful in expanding aluminum capacity that it attracted German saboteurs. U-boats landed a number of special teams to try to sabotage American aluminum plants, though they failed in their attempts.
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1947—Economic Restructuring of America: Taft-Hartley Act

The labor struggles and union movement of the 1930s had changed labor relations in the United States. The struggle between labor and management rights continues to this day. Laws enacted in the 1930s properly addressed some employer abuses when the United States controlled the global market. The overextension of the 1935 Wagner Act to support the labor movement would be addressed in the 1947 Taft-Hartley Act, which also addressed some abuses of unions such as secondary boycotts and mass picketing. An unintended consequence of the act would be a shift of industry south when the United States entered the period of globalization of production. The Taft-Hartley Act had outlawed closed shops, but permitted union shops, which required union membership after a period of time. The law did allow states to pass right-to-work laws.

The National Labor Relations Act, or Wagner Act, named after Senator Robert Wagner of New York, was the cornerstone of President Franklin D. Roosevelt’s New Deal social legislation. It would end decades of struggle to unionize employees in the steel and related heavy industries. This act changed the very landscape of labor in the United States in hopes of avoiding widespread social unrest during the Great Depression. The Wagner Act would usher in a wave of unionization in the steel, automotive, rubber, mining, and electrical industries. At the start of the 1930s, less than 10 percent of America’s labor force was unionized; after the 1935 passage of the Wagner Act, the decade ended with 35 percent of the labor force unionized. The act changed the role of government in labor policy. The act declared that democracy must apply in the workplace and that the means to this democracy was the right of workers to organize and bargaining collectively through employee representatives. The act established a National Labor Relations Board (NLRB) to implement and oversee the Wagner Act.

The Wagner Act would face 20 years of challenges in Congress. Two major amendments would be the Taft-Hartley Act in 1947 and the Landrum-Griffin Act in 1959. The NLRB today remains a type of court for employee complaints. The Wagner Act had many critics; but in the end, the Supreme Court upheld it in 1937 (NLRB v. Jones & Laughlin Steel). The argument over individual choice continued, and President Roosevelt tried to counterbalance the actions of some of the extreme activist supporters who wanted to expand the intent of the act. The Taft-Hartley Act addressed the right of federal government to intervene in strikes and the right of states to address union membership. The 1959 national strike was the first test of the Taft-Hartley Act.

At 116 days, the steel strike of 1959 was the nation’s longest. At the time, the steel industry was the nation’s largest industry; there were 540,000 members in the United Steelworkers of America. The root of the strike was a dispute over management control and contract clauses in the workplace. In particular, management had the right to assign the number of workers to a task, reduce the workforce by replacing workers with machinery, and introduce new work rules. It became a bitter battle in a nation totally dependent on domestic sources for steel. The strike ended when President Dwight D. Eisenhower invoked the Taft-Hartley Act. The union challenged the Taft-Hartley action, but the Supreme Court upheld it. The union eventually retained contract clauses on work rules and won a small wage increase. The right of the federal government to intervene in strikes would, however, become a seldom used part of the act.

The Wagner Act created a number of issues that are controversial to this day. One is the wording that called collective bargaining a “right.” Opponents maintain that fair treatment in the workplace suggests that collective bargaining is but one method available for solving disputes. Another issue was the so-called closed shop. Once a union was certified by an NLRB election, it could not be removed as the workers’ representative. Furthermore, workers would be required to join the union to stay working at the shop.

In 1947, the Taft-Hartley Act limited the application of a true closed shop. It allowed for a union shop, which is a form of closed shop. However, under the Taft-Hartley Act, states could pass right-to-work laws to make even union shops illegal and to make sure workers would not be forced to join the union. Today right-to-work laws have spread in southern and western states, where they want to attract heavy-industry jobs, and have prompted some northern factories to move south. In today’s global market, transplanted foreign companies have favored building factories in the southern right-to-work states. Right-to-work laws have made American labor more competitive in a global market, but such factories have lower wages and fewer benefits than unionized factories. After a peak in the 1960s, industrial union membership has been in steep decline. The Taft-Hartley Act has become highly political as the party in power controls the NLRB.
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A delegation from the Congress of Industrial Organizations (CIO) union presents petitions with over 500,000 signatures to the White House in support of a presidential veto of the Taft-Hartley Act. The act, which placed several significant restrictions on organized labor, was a controversial piece of legislation passed by Congress in 1947 over the veto of President Harry Truman. (Bettmann/Corbis)
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1947—Mont Pelerin: A Crisis in Economic Thought and Academia

Postwar globalization was a silent crisis that led to decades of long economic decline and deindustrialization in the United States. Unlike most economic revolutions, this was unnoticed at the time except in the halls of academia; yet the effects of its ultimate devastation of American industry and jobs would be far greater in the United States than the Great Depression and America’s wars. The roots of this crisis and American deindustrialization go back to April 1947 in Switzerland. The exact location was Mont Pelerin, overlooking Lake Geneva. The meeting was assembled by free-market economist Friedrich von Hayek at the luxurious Hotel du Parc. The group would lead a revolution in economics that would oust the economics of John Maynard Keynes and usher in free-trade economics and the deindustrialization of the United States. This crisis and battle would first play out in the economic schools of America’s great universities. By the 1970s, the new economic approach would be embraced by the United States and both of its political parties.

The radical economic views of the Mont Pelerin Society in 1947 promised a world free of major wars. World economists believed the Great Depression had led to two problems: (1) the shutdown of trade, which crippled countries such as Great Britain and the United States; and (2) the rise of fascism in Germany and Italy. The Mont Pelerin Society saw free trade as a basis for world peace and believed achieving this would require a major change in world outlook. That change would have to go beyond simple economic philosophy; it would mean that industrial growth would be redistributed from the United States to ensure world peace. Free trade would require world unity, and the United Nations would be part of that vision. World overview organizations would have to be formed to monitor trade disagreements. The General Agreement on Tariffs and Trade (GATT) and the International Monetary Fund would evolve from the work of the Mont Pelerin economists. Today they are known as the World Trade Organization. and the World Bank, respectively

Senior economist John Maynard Keynes would be discredited somewhat by the Great Depression and the world war that followed. Keynesian economists dominated the universities in the 1940s, so even the apparent failures of Keynes’s theory would not soon result in a new approach. Hayek was the rising star of anti-Keynesian economics, and with him came the idea of free trade as a tool for world peace and a defense against Marxism and socialism. The Mont Pelerin view of free trade would soon become dominant in all the various schools of economics, would come to dominate economic thought, and would be supported internationally by the United Nations and the World Trade Organization.

It would be the economist Milton Friedman, who had reluctantly attended the Mont Pelerin Conference in 1947, who would change America’s philosophy. Friedman had changed his beliefs before. He had gone from a being a socialist in the 1930s to a Keynesian New Dealer by the end of the decade. He then believed in government intervention to control the economy. In 1950, when Friedrich von Hayek joined Freidman at the University of Chicago, the new economic philosophy espoused by Hayek started to take root. After years of study at the University of Chicago, Friedman slowly converted to the free trade and international capitalism of the Mont Pelerin Society. The University of Chicago became the center of Mont Pelerinism in the United States, followed by Harvard and other universities. Princeton’s Nobel laureate economist, Alan Blinder, declared: “By about 1980, it was hard to find an American macroeconomist under the age of forty who professed to be a Keynesian.” At major universities, the only people who would sit at the lunch table with the Keynesians were visiting creationists. These universities would become the training ground for presidential economic advisers from John Kennedy on, and these advisers would help shift the nation to open trade after 100 years of protecting American industry.

Labor unions had held the economic advisers of presidents in check into the 1990s. One of the great American triumphs of the Mont Pelerin Society, the North American Free Trade Agreement (NAFTA), would be the end of American industrial dominance. In 1993, NAFTA represented a final political victory of Mont Pelerin Society economics as the Democratic Party fully embraced free trade. The Republicans had embraced free trade under President Reagan. President Bush and President Clinton would both agree on NAFTA. The United States had no political party to challenge free trade. In fairness, every American president has questioned the hardships of open trade on American labor, but there is no creditable opposing economic theory for government.

See also: 1703—Tobacco Depression; 1828—Tariff of Abominations; 1965—Auto Import Challenge and the Fall of the American Auto Industry; 1975—Rapid Deindustrialization; 1982—Collapse of the Steel Industry; 1982—Recession
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1959—National Steel Strike

At 116 days, the steel strike of 1959 was the nation’s longest. It was also the nation’s most widespread strike, bringing American manufacturing to a grinding halt. At the time, the steel industry was the nation’s largest industry; there were 540,000 members in the United Steelworkers of America (USWA). The root of the strike was a dispute over management control and contract clauses in the workplace. In particular, management had the right to assign the number of workers to a task, reduce the workforce by replacing workers with machinery, and introduce new work rules.

The strike became a bitter battle in a nation totally dependent on domestic sources for steel. The strike ended when President Dwight D. Eisenhower invoked the 1947 Taft-Hartley Act. The union challenged the Taft-Hartley action, but the Supreme Court upheld it. The union eventually retained contract clauses on work rules and won a small wage increase. In retrospect, the strike was a disaster for the union, the management, and the nation. The strike led to significant steel imports into the nation that would, in the long run, devastate domestic production.

The steel industry had been unionized in the 1930s and continued to make major gains through the 1940s. The passage of the Taft-Harley Act in 1947, which amended the Wagner Act, slowed the progressive government support of unions. The Taft-Hartley Act allowed the president to intervene in strikes that posed a national emergency, and the 1959 strike would be the first application of this clause. The 1959 crisis was the result of overexpansion of the industry to meet war needs. The steel industry never got a rest as the Korean War created even more demand in the 1950s.

American steel manufacturing was at the peak of its power, but its very strength became a weakness. American steel companies made more than 60 percent of the world’s steel. The industry overexpanded in the 1950s. Imports into the United States were less than 3 percent of the domestic market. After the 1959 strike, U.S. steel production dropped to 26 percent of the total world market (the lowest since the 1870s). Steel prosperity in the early 1950s resulted in labor contracts favorable to the steel workers’ unions. In 1956, the United Steelworkers had won large wage increases of 4 to 6 percent per year. In 1957, American steelworkers were earning $2.92 an hour compared with 75 cents an hour for workers in Germany and 45 cents an hour for workers in Japan. The industry approached 1959 with overcapacity and high costs—and imports were starting to come into the market.

Still, the first-quarter profits for the industry in 1959 were at a near record $375 million, with an 11.7 percent return on stockholder’s investment. This result was due in part to a huge inventory buildup in steel-dependent industries. The underlying problems in the industry were masked by profits that reflected the end of a boom. The government was anxious about the 1959 steel negotiations because inflation was rising, and an expensive steel settlement would lead other big industries to grant large wage increases. The 6 percent wage increase for steelworkers in 1956 had created major increases in the prices of overall manufacturing. In 1956, the union also unionized 40,000 white-collar workers in the steel industry. Finally, in 1959, steel management thought the time was right to take a stand over years of wage increases. As the deadline approached, the Eisenhower administration was active in the negotiations; cabinet members were able to broker an extension with union chief David McDonald. The strike, however, started on July 15, 1959, as negotiations broke down. The strike was national against all American steel producers.

As a result of the strike, more than 150,000 autoworkers and another 150,000 in the railroad industry were laid off. America lost its export market in the first few weeks of the strike. Even worse for the American steel industry was that foreign steel was pouring in at greatly reduced prices during the strike, so if the union got a wage increase and prices for American steel went up as a result, a large segment of the market for American steel would be gone. American auto manufacturers had to decrease production because of a lack of steel, as did thousands of other steel users. Steelworkers suffered as the union strike funds ran out. Workers and/or their wives found part-time work. To heat their homes, steelworkers took to the nearby hills to dig their own coal and glean fallen coal from around railroad tracks.

The strike soon threatened the whole of American industry. As the strike reached the critical stage, President Eisenhower invoked the Taft-Hartley Act to bring the workers back for 80 days of negotiations so the government could broker a deal. Eisenhower sent Vice President Richard Nixon to get directly involved. The government was successful at ending the strike, but it came at a high cost. The total package was worth about 40 cents an hour and boosted steel prices by $16 a ton. Two years later imports were double the rate of 1959. The three-month strike forced the auto manufacturers and others to buy imported steel. These companies soon realized the benefits of cheaper, high-quality steel from the rebuilt mills of Europe and Japan. American steel started a long slide, losing market share to lower-priced imported steel. Behind the strike headlines, America’s first Japanese car imports were delivered at the port of San Francisco in 1959. The timing was perfect for Japanese importers as U.S. car prices rose because of the costs of settling the steel strike.

In 1962, inflation and the effects of the 1959 strikes caused more price increases, which the government used public pressure to prevent. Now inflation and wages combined with lost market share to reduce steel industry profitability. By the 1980s, the seeds of the 1959 strike had brought the end of the American steel industry. This was a far cry from the situation in 1944 when American steel mills outproduced the combined output of the steel mills of Germany, Japan, Russia, Great Britain, and Italy.

See also: 1877—Great National Railroad Strike; 1882—Bessemer Process and the Labor Crisis; 1894—National Labor Unrest; 1936–1939—Labor Uprisings; 1902—National Anthracite Coal Strike; 1981—Air Traffic Controllers’ Strike
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1965—Auto Import Challenge and the Fall of the American Auto Industry

The decline of the American auto industry has resulted in more permanent job loss than any other event in American history. The auto decline has meant millions of lost jobs and the bankruptcy of American cities such as Detroit, Flint, and Akron. The first signs of this new world order came in the 1950s in auto manufacturing. The story of the rise of Japanese imports and Toyota in America is really a story of America’s entrance into the global economy. In the late 1950s, Toyota and Nissan’s small cars offered little threat to the big luxury market of the United States. Toyota struggled even to find a good price for their vehicles. The year 1965 would be the start of a new revolution in the American auto industry and the beginning of the end of American manufacturers in their home market. It would be an economic crisis with deep roots that would end more than 40 years later with General Motors and Detroit in bankruptcy.

In the mid-1960s, these first few foreign car imports into the United States targeted a niche in the American market. This had been a prewar goal of Japanese automakers. In 1936, the Japanese government passed the Automobile Manufacturing Industries Act with the express purpose of breaking the American car monopoly. Toyota and Datsun took the lead before the war and then took up the old goals after the war, taking advantage of favorable trade laws. A small but growing import market arose in postwar America with the entrance of the Volkswagen Beetle, which was launched in 1949. Although the sale of a small Toyota in the American market was hardly noticed by the American press, it was a strategic project, not a tactical move. To the Japanese automaker, it was guerilla warfare, like Apple and Microsoft working quietly in the shadow of giant IBM. Toyota was looking to be a major player in America, but the plan was difficult from a product standpoint.

Toyota opened its headquarters in Hollywood more as a statement than as a functioning headquarters. In 1958, the sale of the first Toyota Toyopet at America’s first Toyota dealer in San Francisco hardly started a flood of imports; in fact, the Toyopet proved unsuccessful in the American market. The Toyopet was a small, scaled-down car that was never popular in the United States, but the experience changed the future of imports. The failure of the Toyopet model inspired the development of the Toyota Corona for the American market in 1964. The Corona was a six-passenger car with a lower price tag, higher quality, and better gas mileage than the sedans of the Big Three U.S. automakers.

In 1965, Toyota Corona sales hit 6,400 vehicles, but by 1967, sales reached 71,000 vehicles and continued to double every year to 1971. Toyota’s quality became its trademark as it captured the small car market in the United States. Their cars were carefully inspected before delivery to the United States. With a growing reputation for quality, Toyota introduced the Crown, a semi-luxury car. In 1969, Toyota launched the Corolla, which would become the best import seller and America’s favorite small car.

America had risen to the small-car challenge only to be thwarted by quality and safety issues with its cars. General Motors had released its Corvair in anticipation of the foreign challenges. The Corvair had an air-cooled engine and rear wheel drive which challenged a popular import—the Volkswagen Beetle. The Corvair had many revolutionary design elements and was named Motor Trend Car of the Year for 1960. It was also on a 1960 cover of Time magazine, which hailed its engineering.

Even with all the safety concerns that arose, the Corvair proved highly successful, and GM sold 1.8 million of the cars in the 1960s. In the first four years of its sales, however, the Corvair was hit with more than 100 lawsuits, but these remained below the public’s radar until the 1965 publication of Ralph Nader’s Unsafe at Any Speed. The major impact of the book would be the unanimous passage of the 1966 National Traffic and Motor Vehicle Safety Act, which addressed the rising fatalities and injuries in cars in the 1960s. The act represented a major shift in safety responsibility from the individual consumer to the federal government and forced auto manufacturers to add such features as safety belts and stronger shatter-resistant windshields. General Motors and the American automakers would stop producing smaller cars for a time, effectively ceding the small-car market to their overseas rivals.

See also: 1921—Automotive Recession; 1969—Technological Tire Crisis: Radial Tire Production Ends U.S. Rubber Dominance; 1975—Rapid Deindustrialization; 1979—First Chrysler Bankruptcy; 2009—General Motors Bankruptcy; 2013—Detroit Bankruptcy
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1969—Technological Tire Crisis: Radial Tire Production Ends U.S. Rubber Dominance

The tire technological crisis of the 1960s would result in some of the nation’s most devastating regional economic collapses and would augur the future failure of other U.S. industries. The steel-belted radial tire supplied the perfect knockout punch for American tire companies, which lacked capital for conversion to the new technology. The timing of the emergence of steel-belted radial technology was ideal for Michelin of France to crack the American tire market.

European car and tire manufacturers were in a state of massive retooling and rebuilding after World War II. It was the perfect time to apply a radical change in design and manufacturing. Bridgestone in Japan, Continental in Germany, and Pirelli of Italy took advantage of the same opportunities as Michelin in America. The rapid success of radial tires in Europe was, to a degree, related to the destruction of their industry and consumer markets during the war. European auto manufacturers built their cars on new and improved assembly lines to take advantage of the new radial tire designs. American auto manufacturers resisted making radials, fearing they would require car and production-line changes. In addition, American rubber companies would require new factories and steep investments to switch quickly to the production of radial tires.

Interestingly, before Michelin introduced its steel-belted tires in America, American tire companies had tried to sell U.S. automakers and consumers on radial technology without success. In 1965, for example, B. F. Goodrich developed a radial tire that used nylon belts to avoid the Michelin patent, which used steel belts. American companies had experience in nylon tires going back to the late 1940s. Nylon belts increased tire life, not up to the 40,000-mile life of Michelin tires, but up to 30,000 miles, which was much improved over earlier 15,000-mile bias-ply tires. Goodrich hoped to use the new technology to take market share from the other U.S. manufacturers.

The design of the Goodrich Silvertown radial tire was based on European successes, but American consumers rejected the cost involved to convert their cars. Auto manufacturers balked too, fearing the costly design changes that would be needed in their cars. Furthermore, to be successful, Goodrich needed the original equipment manufacturers on board. Because no other major American tire maker joined with Goodrich’s plan to provide automakers with steel-belted radial tires, however, automakers were reluctant to put themselves in a situation where they had a one-supplier relationship for parts for their assembly lines. The automakers rejected the 1965 Goodrich movement into radial tires, demanding a continued supply of bias-ply tires. General Motors, in particular, stonewalled any movement to belted radials because the tires were almost double the cost of previous tires. Consumers similarly rejected the cost of the required four-wheel conversion to radials.

Michelin, however, made some ground in the American market with its deal with Sears to sell steel-belted tires. These radial tires guaranteed 46,000 miles of travel before replacement, a standard no other tire company could match. In 1969, Michelin also won a contract to supply tires for Ford’s top-of-the-line Continentals. Ford had been pushing for a conversion to radials far ahead of the other American automakers. Bridgestone of Japan was also looking for a way to enter the American tire market and used steel-belted radials with a 40,000-mile guarantee to enter the U.S. market. By 1969, American tire manufacturers were heavily invested in continuing to produce bias-ply tires just as the U.S. automakers were starting to change their minds. As Japanese autos flooded the U.S. market, the sales of steel-belted tires increased in the replacement market as well.

Michelin seemed destined to take the American market as it increased its Nova Scotia production to 12,000 tires a day. B. F. Goodrich tried and failed to form a joint venture with Michelin. Also, by 1970, imported cars with radial tires had reached the 10 percent mark of U.S. sales. Goodyear was making radials in the European market but was not ready to convert its American operations. Consumer resistance started to break down as Consumer Reports in 1971 gave a very favorable report on the savings connected with converting to radial tires. Still, it was a hard sell to the American consumer because a car owner had to fully convert to radials; they could not be mixed with bias ply tires. American manufacturers doubled down on bias-ply tires by building added American capacity. It was a successful short-term strategy, but in the long run, it added to the cost and time for firms to convert to radial-tire production in the future. The American tire companies held on to their share of the original auto tire market until 1973, when the oil crisis changed everything.

The oil crisis of 1973 brought the use of the radial tire to the forefront of the push for auto efficiency and crushed the American rubber industry. As a result of the Arab oil embargo oil prices jumped from $3 to $11 a barrel, pushing gas prices from 50 cents to $1 a gallon. Now consumers and automakers were looking at ways to save gasoline.

The automakers, encouraged by the U.S. government, began to make cars that were more gas-efficient. The Big Three automakers now embraced radial tires as a means to not only improve mileage but also allow for an overall lighter car. Reacting to government pressure, the auto companies moved quickly to buy radial tires from Michelin and Bridgestone. Sears started to advertise the savings provided by Michelin steel-belted tires. Customers flocked to radial tires in a quest to save gas. The change caught American tire makers without a radial tire plant in the United States to supply them. In the 1970s, these venerable American tire companies were caught in a downward spiral with no one to help. They would have to convert to radials during a period of recession and stagflation. The cost and time needed to convert to production of radial tires put them out of the market.

By 1974, Michelin was supplying 2.5 million tires to the American market. The company was able to overcome the 20 percent tariff on its product because of its improved technology and by offering a 40,000-mile guarantee on its tires that no American company could match. During the deep recession of 1973, Michelin built an American manufacturing plant in Anderson, South Carolina. The site was chosen because the company desired to avoid the union and labor problems of the northern states.

The American tire companies were forced out of business, filed for bankruptcy, or were bought out by foreign companies. General Tire was bought by the Germans and Firestone by the Japanese (Bridgestone). The Rubber City—Akron, Ohio—lost 30,000 rubber jobs in the 1970s. The rubber industry in the United States was crushed because its old plants with bias-ply tire equipment were unable to compete with Michelin radial tires from France and Bridgestone radials from Japan. The conversion to radial technology required the gutting of old plant equipment and huge capital investments. Like the fall of steel production in the United States, the fall of rubber went beyond the Rubber City. In the last five years of the 1970s, 24 rubber plants closed, 11 of them in the South, hit by the one-two punch of radial technology and auto imports. The Rubber Workers Union verged on bankruptcy and was taken in by the United Steelworkers Union.

See also: 1910—Rubber Shortage and Price Explosion; 1921—Automotive Recession; 1941—Rubber Crisis and Shortage; 1965—Auto Import Challenge and the Fall of the American Auto Industry; 1973—Arab Oil Embargo Crisis; 1975—Rapid Deindustrialization; 1979—First Chrysler Bankruptcy; 2009—General Motors Bankruptcy; 2013—Detroit Bankruptcy
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1971—Wage and Price Controls

The inflation of the Vietnam War era would combine with the elimination of the gold standard to create U.S. price and wage inflation at uncontrollable levels. On August 15, 1971, President Richard Nixon announced a series of economic measures to address accelerating inflation, which was approaching 6 percent. The price controls Nixon announced and his removal of the gold standard created major short-term and long-term economic changes, but inflation would not be fully resolved until the 1980s. (It would peak at 15 percent in March 1980.) The period would become the standard reference point for the impact of inflationary pressures on American business.

Although the wage and price controls imposed by President Nixon had mixed results, the event marked the problem of inflation that marred the decade of the 1970s. The wage and price controls bought time for Nixon to win the 1972 election, but the decade-long inflation trend continued unabated for years. Ultimately, it would take a recession in 1980 and a tight money policy by the Federal Reserve to end the brutal inflation of the 1970s. In the short run, the U.S. effort to fight inflation would lead economists to use monetary policy to address the problem of inflation. In the long term, the removal of the gold standard would lead to free-floating currency values.

The origin of the crisis goes back to a surge of spending for the Vietnam War and the Great Society programs of President Lyndon Johnson in the late 1960s. By 1969, inflation was on the rise. The public had a mixed view of inflation. The big unions were protected with contractual cost-of-living adjustments to their wages and salaries. People on fixed incomes or employees lacking cost-of-living adjustments faced a major loss in purchasing power. Most were pleased with the rise in housing prices; however, prospective new owners were being priced out of the market. Price increases for food, cars, and consumer goods were looked at as a major negative. Still, others enjoyed the high rate of return on their savings.

The U.S. government was running large deficits, but the economy was picking up as the Federal Reserve was easing its monetary policies. Inflation was causing major problems in international markets as well, especially once the United States moved off the gold standard. More accurately, there was a de facto gold standard that allowed the Federal Reserve to continue to print money beyond the point where the currency had 100 percent gold backing. The dollar was losing value, causing Arab oil barons to view their petro-dollars—the U.S. dollars that they were paid for their oil—as devalued. The gold coverage of the dollars printed dropped to 22 percent, which created a lack of confidence in the dollar among foreign countries. The dollar was further eroding as foreign countries demanded gold in exchange for their dollars, and the U.S. Treasury was being drained of its gold reserves. Germany was the only country aggressively addressing inflation with its economic policies, as they feared it more than deflation, having suffered superinflation in the 1930s.

Starting in 1969, the United States entered a period of high prices and shortages. Newspapers fueled the fire with stories of price gouging. The public worried as countries such as France demanded gold in payment for its dollars, thus taking gold out of the United States. The value of the dollar fell, and headlines in the United States blamed the problems on an exchange crisis caused by foreign countries. The huge increase in the U.S. money supply was being overlooked. The administration wanted both low interest rates and low unemployment and encouraged the Federal Reserve in its money printing to get those results. High housing costs were causing trouble for the postwar baby boomers about to enter the housing market. Public opinion was demanding that the government take some action to address these problems.

President Nixon’s announcement on August 15, 1971, presented a three-pronged approach—a wage and price freeze, a 10 percent import surcharge, and the end of the convertibility of the U.S. dollar to gold. In the short run, the approach worked; but it had many long-term ramifications. By 1976, the world’s major currencies were floating and their values were no longer under government control. The long-term impact of Nixon’s policies on the American economy is clouded by other major economic shocks such as the Arab oil embargo.

Historically, price fixing has shown few positive effects. The policy was tried on a major scale by the ancient Romans, by the Soviet Union, and during the French Revolution and World War II. The results were the development of black markets in goods and material shortages. For decades, the black market was a way of life in the price-controlled Soviet Union. Adam Smith had predicted this 200 years earlier. Even America with its wartime price controls on meat had learned a hard lesson after World War II. These controls eventually led to scarcity of the product whose price was controlled. Consumers even rejected the policy, realizing that cheap meat was of little value if there was no meat available to buy.

Nixon was well aware that price controls would create shortages, but the political environment required some action. Nixon’s wage and price controls were short-lived, but his decision to end the convertibility of the dollar into gold remained the long-term legacy of his actions against inflation. The great wave of inflation returned in 1974, fueled by the Arab oil embargo and the pushing of the money supply to keep unemployment low. Eliminating the gold standard freed the Federal Reserve to pump unlimited amounts of money into the system.

The wage and price controls did little to change the underlying causes of the 1970s inflation. Another result of the 1970s inflation and stagflation was a rethinking of Keynesian economic policies. Before the 1970s, Keynesian economists believed inflation and unemployment were inversely related; that is, high inflation meant low unemployment. This relationship was known as the Phillips curve. The thought behind the Phillips curve was that the high demand (reflected in high prices) seen in times of inflation required more workers to be hired, thus driving down unemployment.

The stagflation of the 1970s, however, showed that high inflation and high unemployment could coexist. Milton Freidman led the rethinking of Keynesian theories. Friedman showed that the Phillips curve shifted in the 1970s as businesses adapted to long periods of inflation. Workers and management started to take inflation into account in their wage negotiations. The bottom line result of the 1971 wage and price controls was that they signaled the beginning, not the end, of an economic crisis. Inflation would continue into double digits, and a new economic condition that would be known as stagflation occurred, with an economic recession in the United States where inflation continued to rise.

See also: 1837—Panic and Six-Year Depression; 1873—Panic and Global Depression; 1893—Panic; 1907—Panic; 1973—Arab Oil Embargo Crisis; 1986—Savings and Loan Crisis
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1973—Arab Oil Embargo Crisis

The Arab oil embargo would be the true beginning of the American energy crisis. The root cause of the crisis was the rising power of the Organization of Petroleum Exporting Countries (OPEC), which was formed by Arab countries so they could use oil as a political force. The industrialized nations were heavily dependent on Arab oil producers for supplies of oil for their economies. In October 1973, however, U.S. support of the Israeli military in the Yom Kippur War created a political backlash in the Arab nations. Arab oil-producing countries imposed an oil embargo on the United States and increased prices to its European allies by 70 percent. Oil jumped from $3 a barrel to more than $5 a barrel overnight. By the end of the embargo, it had reached $11 a barrel.

In 1973, the United States relied on foreign countries for 36 percent of its oil. The embargo caused consumer panics, with stations running out of gas and mile-long lines of cars waiting to refuel. Gas trucks were followed by long lines of automobiles, as drivers hoped to find the gas station that was to be refueled. Millions of Americans were forced to carpool, and rationing became necessary. The American auto industry was caught off guard with large gas-guzzlers in their showrooms. Sales of imported gas-efficient cars surged.

[image: Skrabec]

Cars line up in two directions on December 23, 1973 at a gas station in New York City at the height of the energy crisis of 1973. Motorists waited in long lines and paid high prices for gas when the Organization of Petroleum Exporting Countries (OPEC) declared an oil embargo on the United States in October 1973. (AP Photo/Marty Lederhandler)

Even though the embargo lasted only six months, American car-buying patterns changed forever. At the end of the embargo, oil would be $18 a barrel. The shock of the embargo helped the Congress pass the Trans-Alaska Pipeline Bill in 1973 and expanded oil exploration. Mass transit projects, carpooling, and other conservation projects came into vogue. In addition, the huge jump in oil prices created a worldwide recession. The real problem for the United States had been growing for years. American dependence on foreign oil had increased through the 1960s from under 20 percent to 32 percent. Demand for oil was growing at 5 percent annually. By 1973, about 7 percent of oil in the U.S. came from the Arab states.

The root of the 1973 oil crisis goes back to the formation of OPEC in 1960 as a cartel to control the supply and the price of oil. In 1973 OPEC members were Algeria, Indonesia, Iran, Iraq, Libya, Nigeria, Kuwait, Qatar, Saudi Arabia, United Arab Emirates, and Venezuela, and OPEC nations were supplying 45 percent of the world market. The price of oil had remained around $1.00 a barrel for most of the 1960s and was $1.30 a barrel at the start of 1970. President Nixon’s decision to end the convertibility of dollars into gold in 1971 caused a devaluation of the dollar, to which OPEC, paid for its oil in dollars, was unable to adjust. The inflation of the 1970s was putting pressure on OPEC to increase their prices, but it would be politics more than supply or demand that created the energy crisis. Thus far, OPEC had proved ineffective in holding or raising oil prices because cartel members could cheat by secretly selling extra oil on the world market. In 1967, OPEC had failed to embargo the United States over the Six-Day War between Israel and the Arab nations surrounding it.

On October 6, 1973, Syria and Egypt launched a surprise attack on Israel, beginning what became known as the Yom Kippur War. A week later, the United States began an airlift to supply Israel in response to the Soviet Union’s supplying of Syria and Egypt. In response, on October 16, OPEC raised the price of oil to $5.11 a barrel. The Arab States of OPEC announced that they would continue to increase the price of oil in 5 percent increments until their political goals (to pressure Israel) were met. When Congress voted for a $2.2 billion relief package for Israel on October 20, the Arab States quickly announced a boycott against the United States. Oil prices rose to $12 a barrel and continued at this level through the 1970s. Prices at the pump went from 30 cents a gallon to $1.30 a gallon. The United States initially absorbed the impact of higher prices with limited pain. On November 5, however, the Arab states announced a 25 percent output cut, which started to put serious pressure on supplies in the United States.

The November output cut took the crisis to the main streets of the United States as gasoline station lines grew, and reports of stations running out of gas created panics. President Nixon responded with a ban on Sunday gasoline sales, and daylight saving time was extended into winter to save fuel. Because consumers were topping off and keeping gas tanks full, odd-even sales days were implemented based on license plate numbers. Various other voluntary conservation moves were also implemented. Still, local panics occurred in highly populated areas. The government prepared to use ration coupons but never had to use the system as the embargo ended in March 1974.

Secondary effects of the embargo included a national trucker strike over the cost of fuel and toilet paper panics based on oil shortages in the paper industry. Eventually the government imposed a 55 mph speed limit on the nation’s interstate highways. The 45 percent increase in fuel prices also caused a recession and helped contribute to what would be called “stagflation.” The higher fuel costs rippled throughout the U.S. economy, resulting in higher food costs and high inflation. The 1970s will always be remembered for its out-of-control inflation. A number of energy acts were passed in the late 1970s to address conservation and energy usage, and the Department of Energy was created in 1977.

The bigger and longer-lasting impact of the oil embargo was its effect on the automotive industry. The embargo was the beginning of the end of the popularity of big six-cylinder and V8 cars. Japanese four-cylinder cars, such as the Toyota Corona, the Toyota Corolla, the Honda Civic, and the Datsun 510, became popular. American manufacturers suffered from their inventory of large cars and strategic line of designs. The Big Three were forced to develop four-cylinder and smaller models such as the Ford Pinto, Chevy Vega, and Plymouth Valiant. The oil crisis would allow a huge influx of foreign autos into the market and start the decline of American dominance in auto manufacturing.

Light cars required by the Clean Air Act and the increase in oil prices changed the very infrastructure and customs of the city of Detroit. Woodward Avenue was the heart and soul of the Motor City. In the morning, Woodward brought automotive executives to their offices from Detroit’s best suburbs in their large Bonnevilles and New Yorkers. In the evening, Detroit’s youth cruised the endless avenue of diners and gasoline stations in their muscle cars. Woodward’s wide lanes made it ideal for urban racing of Mustangs, Plymouth Road Runners, T-Birds, and Corvettes. Many executives looked to Woodward as a marketing test site. By the late 1970s, the muscle cars were gone and Woodward Avenue, like Detroit, would show the destruction of deindustrialization. Woodward Avenue was an augur of the change in the automotive industry and Detroit. By 1979, Japanese cars were appearing on Woodward Avenue.

See also: 1733—Molasses Act; 1750—Iron Act; 1764–1765—Sugar Act, Currency Act, and Stamp Act Boycotts; 1807—Economic Embargo and Depression; 1850—Whale Oil Shortage: The First Energy Crisis; 1899—Ohio Gas Industry Collapse; 1977—Natural Gas Shortage Crisis; 2009—General Motors Bankruptcy

Further Reading

Carroll, Peter N. It Seemed Like Nothing Happened: America in the 1970s. New Brunswick, NJ: Rutgers University Press, 1990.

Merrill, Karen R. The Oil Crisis of 1973–1974: A Brief History with Documents. New York: St. Martin’s Press, 2007.

1974—Double-Digit Inflation

The United States had not experienced double-digit inflation at the rate seen in the 1970s since colonial times. The period from 1972 to 1980 is often called the “Great Inflation.” In the United States, the inflation rate peaked at 12 percent in 1974, declined to 6 percent in 1976, and again peaked in 1980 at 13 percent. President Nixon’s wage and price controls in 1971 were shorted-lived and did little to remove the underlying price pressures. By 1972, inflation quickly returned after price controls were lifted. The great wave of inflation returned in 1974, fueled by the Arab oil embargo and the Federal Reserve’s pushing of the money supply to keep unemployment low. The elimination of the gold standard had freed the Federal Reserve to pump unlimited amounts of money into the U.S. economic system. There was a worldwide run on the dollar, causing it to become devalued. Initially, American consumers showed little fear of inflation; the major fear in the American psyche had always been the deflation experienced in the 1930s. Countries like Germany had learned to fear inflation more.

The American public had a mixed view of inflation. The big unions were protected by automatic cost-of-living adjustments to their wages and salaries, and workers saw large increases in their pay on a monthly basis. Even nonunion workers benefited from the wage inflation. People on fixed incomes or employees lacking cost-of-living adjustments faced a major loss in purchasing power, but enjoyed the high rate of return on their savings. Most homeowners were pleased with the rise in housing prices, which brought new wealth to homeowners. However, prospective new owners were being priced out of the market. Food and consumer goods price increases were looked at as a major negative. Food prices rose 30 percent between 1974 and 1975. The nine-month period of food price increases beginning in February 1974 is often referred to as “food shock.” Food shock created panic buying in meat, coffee, and flour. Used car prices rose 38 percent in the peak 1973–1976 period, while new car prices lagged but rose after the peak period. Fuel prices doubled. Strange shortages occurred at times as goods such as coffee and toilet paper became unavailable. Consumers found new money by cashing in gold and silver goods. Consumers were slowly forced to deal with the problems caused by high inflation as the bills for big-ticket purchases came due or the items needed replacing. Probably those with the real concern were the wealthy, who were stuck with investments in bonds and high-dividend stocks that were being devalued by higher interest rates.

The U.S. government was running large deficits, but the economy was picking up as the Federal Reserve was easing monetary policies. Inflation was causing major problems in international markets as the United States moved off the gold standard. More accurately, there was a de facto gold standard that allowed the Federal Reserve to continue to print money beyond the point where it had 100 percent gold backing. The dollar was losing value, causing Arab oil barons to watch as their petro-dollars were devalued. The gold coverage of the dollar dropped to 22 percent, which created a lack of confidence in the dollar by foreign countries. The dollar was further eroding as foreign countries demanded gold for dollars, and the U.S. treasury was being drained of gold reserves. Over the decade, Americans showed adaptability to rapid inflation. Many middle class Americans actually profited from the period, assuming they remained employed.

The bigger problem for the United States became stagflation, a combination of high unemployment and high inflation, which hit the unemployed, citizens on welfare, and those on fixed incomes particularly hard. The government, in an effort to slow inflation, actually moved the country into a recession. During the 1976 presidential campaign, the “misery index” was developed, which combined the unemployment rate and the inflation rate into one gauge of economic misery. Although the causes of stagflation are still being debated, it is considered a relatively modern phenomenon. Certainly, the oil crisis of the 1970s was a major contributing factor. Thus, this type of inflation would also become known as “cost-push inflation,” where a rise in the price of natural resources drives inflation higher.

See also: 1719—Mississippi Bubble; 1749—Colonial Hyperinflation and Currency Deflation; 1772—Credit Crisis; 1781—Currency Deflation and Inflation
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1975—Rapid Deindustrialization

The first part of the 1970s would bring a crushing blow to American industry. It would be the beginning of the end of America’s dominance in auto, steel, and rubber production. The final economic steel boom came in 1970 and would mask the real structural problems of American heavy industry. The boom ended in 1972, and what followed was the rapid deindustrialization of the American economy. The root of many of the problems of our great cities and industries today is the result of the rapid deindustrialization of the 1970s.

In the 1970s, the Four Horsemen of deindustrialization appeared in the U.S. economy: rising imports driven by free trade, old plants and assets, global labor competition, and rapid technological change. The late 1970s saw a loss of 32 million industrial jobs in the United States, a rate that continued into the 1980s. America’s great cities of the industrial age began their decline. Deindustrialization would do more than change geography books. It would change social norms and old immigrant infrastructure in many industrial cities, including Detroit, Cleveland, Cincinnati, Youngstown, Akron, Buffalo, Trenton, Newark, Philadelphia, Pittsburgh, St. Louis, and Chicago. The loss of their industrial tax base and taxpaying workers would start decades of deficit spending for these once-great cities. Families and neighborhoods changed with the loss of local industrial plants as did social norms. Family and community safety networks disappeared, requiring government to step in. Deindustrialization would continue for decades, fundamentally changing American society.

At its peak in the 1940s, the American steel industry made more than 60 percent of the world’s steel, but by the end of the 1970s the total was less than 20 percent. In 1968, the steel industry and the steel unions had been pacified by a voluntary agreement with friendly nations not to dump steel. The arrangement was actually successful until the steel boom in 1970, which saw temporary steel shortages and price increases. In 1971, Congress let the voluntary agreement expire. The year 1972 would be the steel industry’s last hurrah as U.S. steel shipments would start to fall rapidly, overwhelmed by competition from raw steel imports, steel parts imports, capital goods imports, and automobile imports. The boom was a memory by 1975 as American steel realized it might be too late to return to its glory days.

The steel collapse was followed by a collapse in auto production, as a deep recession exposed the weakness of American industry in a global market. In 1950, America was supplying almost 80 percent of the world’s cars, but by 1980 that share had dropped to 30 percent. In the 1970s, 25 U.S. auto plants would close—13 Chrysler plants, 7 General Motors plants, and 5 Ford plants. These closings would affect more than 500,000 workers in the auto industry and another 300,000 in the supply chain. By 1975, the Japanese had 18 percent of the American market. By 1980, Detroit was surrendering even more domestic share—22 percent of the market went to imports. Not only did the auto supply chain collapse for the steel and the auto industries but both also came under the direct attack of foreign competition.

The rubber industry would become the confluence of the industrial decline, collapsing in the late 1970s. During the last two years of the 1970s, Firestone, Goodyear, Goodrich, and Mohawk closed major rubber-making plants in Akron, Ohio. In all, Akron would lose 30,000 rubber jobs in the 1970s. B. F. Goodrich Company got out of the tire business in 1975. Firestone shocked all observers by closing its iconic Akron plant no. 1 in 1978, followed by plant no. 2 in 1980; it ended passenger tire production in Akron in 1980. Firestone would also announce the closing of 14 rubber factories across the nation. Goodyear and Mohawk stopped tire production in Akron in 1978, and Sun Rubber closed that year.

The rubber industry was crushed in the United States because its old plants with bias-ply tire equipment were unable to compete with radial Michelin tires from France and Bridgestone radials from Japan. The conversion to radial technology required the gutting of old plant equipment and huge capital investment. Like steel, the fall of rubber went beyond Akron, the “Rubber City.” In the last five years of the 1970s, 24 rubber plants closed, 11 of them in the South. It was the one-two punch of radial technology and auto imports. The rubber industry collapse was far reaching and included the three core Los Angeles plants of Goodyear, Goodrich, and Firestone that had brought tire making to America’s West Coast. In 1919, Goodyear’s Los Angeles plant was the first tire plant built outside of Akron. It would close in 1975.

Deindustrialization struck many industries in 1979. Unemployed workers from Westinghouse Electric and Stauffer Chemical in New Jersey, Weyerhaeuser timber mills on the West Coast, and textile plants in North Carolina gathered around the Thanksgiving dinner table with the same concerns as those in Youngstown and Pittsburgh. And the problem was not confined to the Rust Belt and southern cities. Los Angles lost eight major factories: Ford Motor, U. S. Steel, Uniroyal, Pabst Beer, General Motors, Firestone, and General Electric in 1979, and 18,000 people lost their jobs. By early 1980, more than 150 plants had closed in California. Deindustrialization struck with such speed that local politicians were unable to coordinate a response. Almost too late, congressmen in many states realized the importance of security for national industries such as steel. The outcry to “protect our industries” was counteracted by the rising popularity of free-trade economics in both political parties.

As bad as the rapid deindustrialization was statistically, Americans stoically absorbed the impact. The norm of one-breadwinner families shifted to two-income families to restore the lost wages of good-paying industrial jobs. In larger cities, families fled the poverty and unemployment deindustrialization brought to their city neighborhoods by moving to the suburbs. There was a diaspora of workers to the southern states where there was job growth, albeit at lower wages. Cities taxed more and used deficit spending to counter lost industrial tax revenue. Decades later, these industrial cities would collapse into centers of rising welfare, poverty, unemployment, crime, and eventually bankruptcy or bailouts.

See also: 1910—Rubber Shortage and Price Explosion; 1921—Automotive Recession; 1941—Rubber Crisis and Shortage; 1965—Auto Import Challenge and the Fall of the American Auto Industry; 1973—Arab Oil Embargo Crisis; 1979—First Chrysler Bankruptcy; 2009—General Motors Bankruptcy; 2013—Detroit Bankruptcy
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1977—Natural Gas Shortage Crisis

In 1977, America experienced an acute natural gas shortage that put more than 1.5 million people out of work and closed more than 4,000 industrial plants. Other factories were forced to reduce operating hours in the middle of a recession. The nation’s second-largest steel maker, Bethlehem Steel, was put on maintenance-only production levels. Low gas pressure in Ohio, Pennsylvania, and many midwestern states created panic buying of electric space heaters for homes. Many homes lost heat for days. Schools were closed in many states because of lack of heating. President Jimmy Carter lowered the thermostat in the White House and government buildings and asked citizens for voluntary conservation.

The natural gas shortage occurred in the record cold of the winter of 1976–1977, which averaged 17 degrees below normal and had twice the average snowfall. The shortage was the result of the extreme cold of the late 1970s, which increased demand at a time when overregulation limited supplies. The natural gas shortage came on the heels of the gasoline shortage of 1973–1974, prompting fears about the nation’s energy resources. Restrictions were put on purchasing natural gas appliances. The shortage would eventually lead to the Emergency Energy Act and the formation of the Department of Energy. The crisis would also create a fear that the nation would run out of natural gas and that an Ice Age was coming. In the longer term, the natural gas industry would be fully deregulated, preparing it for the boom of today.

At the heart of the natural gas crisis was government overregulation of gas prices. Since the 1950s, the federal government had controlled interstate gas prices. The government’s ability to control interstate gas prices allowed natural gas to sell below its market price. This low national price artificially increased demand for natural gas in the 1960s and 1970s as an alternative fuel. The complexities of the 1970s energy crises actually created a surge in demand for natural gas as the prices for oil doubled and tripled during the oil embargo of 1973. In addition, the artificially low prices offered no incentive for producers to invest in exploratory drilling and find new reserves. The combination of booming demand and reduced supply created a growing shortage that went unnoticed by the general public because of the low price and the government-controlled market. In 1970, natural gas usage peaked at 30 percent of energy usage.

The natural gas market became a dual market. Intrastate sales were not controlled by the federal government, allowing for a higher price to be charged inside states where natural gas was produced. Producers saw little incentive to ship gas across state lines because of the low federal price. Producer states, therefore, experienced no shortage of natural gas, and industrial usage within those states expanded. In nonproducer states, such as those in the Midwest and on the East Coast, industrial expansion was curtailed because producers were unwilling to supply companies with natural gas at lower prices. The nonproducer states were ripe for a crisis due to shortages in supplies and increases in demand from environmental factors such as weather.

The winter of 1976–1977 was one such environmental factor; it was considered a 100-year event. The winter began with record lows in November. Lake Erie froze over by December 14 as the air temperature for Buffalo, New York, was a record low for the month of November. The winter continued to see such records as snow in Miami, mixed rain/snow in the Bahamas, and the freezing over of the Ohio River at Cincinnati. The blizzards of January were record breaking in their overall disruption of commerce. The severity of the winter created a huge jump in the demand for natural gas. Demand created shortages as gas companies would not supply gas across state lines in any volume. By late February, plant and school closings were massive in nonproducing states. Pennsylvania, with its industrial base, was functioning with 75 percent less natural gas. Gas shortages created price rises and shortages in alternative fuels.

On January 20, 1977, President Jimmy Carter made his famous speech while wearing a cardigan sweater and asked the nation to turn down their thermostats to save fuel. On February 2, he signed the Emergency Natural Gas Act, which gave the federal government emergency powers to distribute gas across state lines. Still, the problem was a complex gridlock between government regulation and resolute producers. The end of winter brought the only real relief from the shortage as Congress looked for a long-term solution.

The original price controls had been put in place to protect consumers from monopolies; now the government wanted a controlled approach to deregulation. The Natural Gas Policy Act of 1978 tried to establish a single national market for gas while allowing free-market forces to set the price at the wellhead. Full deregulation would take another 10 years. By 1990, gas drillers were reporting surpluses and looking to increase demand. The deregulation would incentivize investment in drilling and technology. By 2008, the United States, with fracking technology and new exploration, had become the world’s major producer of gas and was in a position to actually become free of Mideast oil. Many producers were calling for expanded natural gas usage to fuel trucks and cars.

See also: 1850—Whale Oil Shortage: The First Energy Crisis; 1880s—New England Energy Crisis; 1899—Ohio Gas Industry Collapse; 1973—Arab Oil Embargo Crisis; 2010—Gulf Oil Spill
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1979—Nuclear Energy Crisis: Three Mile Island

The Three Mile Island nuclear accident would change American energy policy for more than 40 years. It would end the building of new nuclear plants in the United States, a business that had been booming. By the 1970s, growth in the nuclear power industry had slowed, as the industry became the target of environmental activists and inflation made building extremely costly compared with coal plants. Government-driven nuclear energy supported the building boom of the 1960s but also created abundant electrical supplies as the stagflation of the 1970s reduced demand.

The crushing blow for the nuclear industry would come at a nuclear plant on the Susquehanna River near Harrisburg, Pennsylvania. On March 28, 1979, a cooling water valve closed, setting off a series of malfunctions and human errors that led to a near full meltdown at the nuclear plant. The incident threatened the public with radioactive contamination, and headlines worldwide reflected these fears. The resultant panic would raise doubts as to the safety of the nuclear industry and halt nuclear plant construction in the United States for decades. Of course, the Three Mile Island incident was only a catalyst for the backing out of overexpansion and problems created by stagflation of the 1970s.

[image: Skrabec]

President Jimmy Carter leaves the Three Mile Island nuclear plant after the accident in 1979. The near-meltdown at the Pennsylvania facility caused the American public to rethink the benefits and dangers of nuclear power and added to the “national malaise” then gripping the country. (National Archives)

Public acceptance of nuclear power had always been problematic. The bombing of Hiroshima in 1945 had demonstrated the destructive power of nuclear energy. The 1950s had brought nuclear power plants to the United States, Great Britain, and Russia. In 1946, Congress created the Atomic Energy Commission, which launched a public relations effort early on. The first commercial nuclear plant came on line in 1956 in Sellafield, England. The success of the United States Navy’s nuclear submarine program and Pennsylvania’s Shippingport Nuclear Plant in the late 1950s had won over the public. President Eisenhower’s Atoms for Peace initiative in 1953 had also been successful in gaining public support. The Atomic Energy Act of 1954 turned over much of the governmental research efforts and results of the 1940s to private companies. The United States also supported the creation of the International Atomic Energy Agency in 1957.

All of these government actions created a boom for nuclear power plants in the 1960s, and building boomed, with only local opposition, bringing nuclear power to about 2.5 percent of the United States electrical generation in 1970. In 1973, U.S. utilities ordered a record 41 nuclear plants. President Jimmy Carter, a former nuclear engineer and Navy submarine graduate, came to office in 1977 with plans to further expand nuclear development. However, the reality was that utilities had overcapacity coming on line in the late 1970s. There was also a growing concern over radioactive waste disposal and fears of nuclear weapons proliferation around the world. Still, by 1979, nuclear power had reached 12 percent of the total electrical power in the United States. Opposition to nuclear power was on the rise, however, and high-profile politicians were entering the protests. By the early 1970s, nuclear construction had stalled as costs rocketed with inflation. Even before the Three Mile Island accident, plans for 40 approved nuclear power plants had been canceled because of excessive costs. Of 129 plants that had been planned and approved at the time of the Three Mile Island accident, only 53 would be completed.

The problems at the Three Mile Island plant started in reactor no. 2. A stuck valve would lead to failures in the nonnuclear secondary system followed by a failure in the primary system, causing reactor coolant to be released and a meltdown of the core. The operating crew’s efforts to control the problem highlighted some reactor design problems as well as the propensity for human error in such emergencies. The news was slowly leaked to the press. Twenty-eight hours after the accident, the owner of the plant—Metropolitan Edison—and Pennsylvania’s governor announced that everything was under control. A few hours later a voluntary evacuation of a five-mile radius was announced. The zone was extended to 20 miles within a day.

Eventually 140,000 people left the vicinity of the Three Mile Island plant, though they returned within three weeks. The accident was covered by the press internationally, creating fear outside the United States as well. The debate over the health effects from the accident is still ongoing, but no immediate deaths or health problems surfaced. Longer-term studies suggested one result was an increase in cancer for the downwind population, although this is hotly debated. More consequential for the nuclear industry was the release 12 days before the accident of a blockbuster movie detailing a nuclear plant accident, The China Syndrome. The timing would create the perfect storm for the Three Mile Island accident. Public fears of nuclear power, coupled with a strong environmental movement, a popular movie, and overcapacity in the power industry, would end plans for the building of future nuclear plants.

The impact on business was felt more quickly. Orders for Babcock & Wilcox nuclear generators were immediately canceled. However, nuclear power’s proportion of electrical generation continued to rise to a peak of 22 percent in 1991 as planned capacity came on line and capacities of older plants were increased. In 1984, nuclear power overtook natural gas to become second to coal in U.S. power production. Over a longer range, no American nuclear power plant has been planned since the accident in 1979, but more than 50 nuclear power generators came on line in the 1980s. They would be the last built in America.

Direct costs to insurers for evacuation and health expenses from the accident totaled more than $80 million. The cleanup of Three Mile Island would cost more than $1 billion. The second reactor at Three Mile Island came back on line in 1985. In a separate international incident, the meltdown of the Soviet Union’s Chernobyl plant caused deaths and environmental destruction in 1986. The Chernobyl accident reactivated the old fears of Three Mile Island, and once again environmental opposition stiffened to nuclear power plants. Public fear had been subsiding for many years until the Fukushima reactor accident in Japan in 2011 cast more doubt on nuclear energy. Germany plans to close all its reactors by 2034. Still, nuclear reactors account for about 15 percent of the world’s electrical generation. In addition, nuclear power is now judged to offer a very clean (that is, no carbon) option for power generation and is regaining some political favor with environmentalists.

See also: 1850—Whale Oil Shortage: The First Energy Crisis; 1880s—New England Energy Crisis; 1899—Ohio Gas Industry Collapse; 1973—Arab Oil Embargo Crisis; 2010—Gulf Oil Spill
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1979—First Chrysler Bankruptcy

The late 1970s saw the appearance of the Four Horsemen in the American auto industry. Imports of foreign-made cars due to free trade, old plants and assets, global labor competition, and increases in the price of gasoline as a result of the energy crisis worked to devastate the Big Three automakers: General Motors, Ford, and Chrysler. Chrysler would be the first to feel the impact of a flood of Japanese imports in the 1970s. With its big cars, Chrysler was also hit particularly hard by the energy crisis, though it seemed to have beaten the energy crisis of 1974 and reported a profit in 1977. Then the fall of the shah of Iran sent gasoline prices soaring in 1978; and by 1979, Chrysler was facing a billion-dollar loss.

A Chrysler bankruptcy seemed likely as the nation entered a recession. Chrysler accounted for about 8 percent of the American auto market, and a bankruptcy threatened the loss of 200,000 jobs and a potential devastating blow to an auto-supply chain under great pressure from Japanese parts. The possibility of a Chrysler bankruptcy sent fear across the nation, so dealers, suppliers, and the United Auto Workers pushed for a political solution to prevent it. In response, Congress passed the Chrysler Loan Guarantee Act on September 7, 1979. Chrysler then scaled back its operations significantly, which helped fuel the 1982 recession. Still, the government loan guarantee resulted in a turnaround for Chrysler, and the company paid back the loans by 1983 with a profit of $350 million for the government.

Chrysler’s problems started with the Arab oil embargo of 1973. The American auto industry was caught off guard with large gas-guzzlers in their showrooms. Sales of imported gas-efficient cars surged, and even though the embargo lasted only six months, buying patterns were changed forever. Oil had been less than $5 a barrel, but at the end of the six-month embargo, oil would be $18 a barrel with daily movements as high as $22 a barrel. By the mid-1970s, the Japanese had captured 18 percent of the American car market. With its lineup of big cars, Chrysler lost the most.

The problem of Chrysler’s big cars was exacerbated by the Corporate Average Fuel Economy (CAFE) regulations enacted by the government in 1976 as part of its environmental movement and fuel-saving efforts. The timing, however, hit automakers in the worst period in their struggle against the imports and oil shortages. This government mandate forced American automakers to sell more small cars even if they were not profitable and/or reduce car size and weight. The combination of the oil crisis and these regulations ended American dominance in the world auto industry. More than 27 auto plants were closed, resulting in the loss of more than 500,000 workers. Chrysler lacked the capital to retool its factories and accounted for 13 of those closings.

Chrysler had a brief market reprieve in 1978 when consumers started buying big cars again, but the fall of the shah of Iran sent gasoline prices soaring once more, and sent consumers running to buy small cars. That same year Chrysler hired Lee Iacocca, who had been one of Ford Motor’s most successful product managers and had the Mustang to his credit. Iacocca, however, came into a basically bankrupt company that had no money to pilot the production of new products. His first task was to go to Washington to negotiate a bailout. It was clear that without government help the company faced bankruptcy. The popular belief was that even Chapter 11 bankruptcy could not save the company. The death of Chrysler augured a serious blow to a failing American economy in 1979. The United Auto Workers, at the time, represented a major political force, and the potential for huge job losses in the industry made Congress amenable to a deal.

The political pressure from both sides resulted in what many see as a very balanced approach. The federal loan guarantee came with a number of attachments and requirements. The final deal looked much like Chapter 11 bankruptcy and certainly followed Chapter 11 guidelines for bankruptcy, unlike what happened during Chrysler’s subsequent 2009 bankruptcy.

The deal allowed Chrysler, with the help of the secretary of the Treasury, to pressure its suppliers to allow Chrysler to pay off $600 million in debt for 30 cents on the dollar. Many small suppliers were hurt by this deal, but a full bankruptcy would have been worse. At least $700 million of preferred stock was reduced to non-dividend equity. The agreement called for a salary reduction program in addition to cutting the jobs of 20,000 white-collar workers. Operating cuts resulted in layoffs of 42,000 white collar auto workers as well. These cuts were particularly hurtful to middle-class families in the midst of a recession. The company gained concessions of more than $600 million from the auto workers’ union, which meant Chrysler workers made $2 an hour less than General Motors and Ford workers. The government also helped by granting Chrysler more government contracts, although in 1982, Chrysler sold its Defense Division to General Dynamics for $348 million.

Most observers still claim the bailout was a success. In the first quarter of 1983, Chrysler reported a $170 million profit. In September 1983, Chrysler repaid the full government loan, seven years ahead of schedule. Iacocca would bring on new products in the 1980s, such as the minivan. Chrysler went on to buy the American Motors Jeep brand in 1987. Some argue that, unfortunately, Chrysler’s success came at the expense of Ford and General Motors as the domestic manufacturers’ market share of the American market continued to drop.

See also: 1921—Automotive Recession; 1973—Arab Oil Embargo Crisis; 1975—Rapid Deindustrialization; 2009—General Motors Bankruptcy; 2013—Detroit Bankruptcy
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1980s—The Rust Belt

The ultimate result of two decades of free-trade policies, rapid technological change, high demands of union workers, and deindustrialization in the United States was a devastating collapse of the industrial infrastructure in a belt of states that included New York, New Jersey, Pennsylvania, West Virginia, Ohio, Michigan, Indiana, Illinois, and Wisconsin. The economic leveling of this geographic belt, once known as the “Arsenal of Democracy,” created economic changes that led to a population shift to the West and the South. The population decline in such cities as Detroit, Cleveland, Pittsburgh, Cincinnati, Milwaukee, Buffalo, Toledo, St. Louis, Trenton, and others rearranged the list of America’s top twenty cities. Medium-size cities of the Rust Belt, such as Dayton, Ohio, and Jackson, Michigan, suffered as well. These major Rust Belt cities lost an average of 40 percent of their populations, and the median incomes of those who remained fell 20 to 40 percent.

The term “Rust Belt” became popularized in the 1984 presidential race. The fall of heavy industry in the Rust Belt changed the electoral weight of the states as the country’s population shifted. The Rust Belt became a scar on the American landscape by the late 1980s and remains so today. America had never seen such a devastating loss of jobs, taxes, industry, and economic hope in such a large geographic region. In 1950, the Rust Belt had more than 50 percent of the nation’s aggregate employment; by 1980, it had declined to 30 percent and is under 20 percent today. The job losses in the region had been decried for decades, but the end of the 1980s saw a great migration south. This reversed a century-long trend of southern workers moving north for jobs. Chicago and Pittsburgh slowed significant loss of their African American populations as workers returned to the South.

After two decades of efforts to counteract the industry job losses by retraining workers for high-tech jobs failed to improve their employment prospects, population migration began. Efforts to revitalize the Rust Belt with new industry were not successful for the most part. The unionized workers of the Rust Belt brought too much baggage to their new jobs for these new operations to be successful. State laws in the Rust Belt required or favored unionization, preventing labor costs from declining so a company could become competitive again. In addition, the number of local government jobs started to collapse after years of lower tax receipts. Crime increased dramatically with the decline of manufacturing and rising unemployment. These factors even destroyed small businesses, services, and entertainment. The spiraling decline turned Rust Belt neighborhoods into ghettos. Empty shopping malls stripped away even the hope of retailing jobs in the Rust Belt. In addition, the massive early retirements in the steel, rubber, and auto industries made the move to Florida and southern states realistic for former workers. The same South offered employment for the younger Rust Belt workers.

Initially, Rust Belt companies tried strategies that would maintain some industry in the region by implementing employee buyouts, which slowed migration in the early 1980s. The employee-owned companies lasted only temporarily as they did not address the issue of noncompetitive wages. Other strategies involved building casinos and retailing malls, but a dwindling population made these ideas only a minor economic improvement. Other parts of the Rust Belt looked to develop intellectual and high-tech centers with varying degrees of success. The migration south would end the Rust Belt’s hopes of transformation. The migration would greatly reduce the political capital of the area as well.

One of the major factors that encouraged the movement of industry and workers south was the right-to-work laws in the southern states. The source of these laws was the Taft-Hartley Act of 1947, which amended the Wagner Act and slowed the progressive government support of unions. The Taft-Hartley Act outlawed closed shops but permitted union shops that required union membership after a period of time. The act allowed states to pass right-to-work laws and allowed the president to intervene in strikes that posed a national emergency. The passage of the Taft-Hartley Act had been hard fought with President Harry Truman vetoing it and Congress overriding the veto.

The key issue the act dealt with was the so-called “closed shop.” Under the Wagner Act, once a union was certified by a National Labor Relations Board election, the union could not be removed. Furthermore, workers would be required to join the union to stay working at the shop. In the heavy unionized North, the closed shop was the standard. In 1947, the Taft-Hartley Act limited the application of a true closed shop, though it allowed a union shop, which is a form of closed shop. However, under the Taft-Hartley Act, states could pass right-to-work laws to make even union shops illegal.

The spread of right-to-work laws in southern and western states grew in the 1970s as a means to attract jobs. These right-to-work laws caused a movement of northern factories south. This movement to right-to-work states offered companies the ability to pay wages and benefits that could compete globally. In addition, these states attracted new car-building plants from Japan and Germany. The shift of companies from the Rust Belt helped the rapid decline of the industrial unions such as the United Auto Workers. The influx of Japanese and German plants into right-to-work states divided and muted the efforts for “Buy American” campaigns by the northern unions. It is only recently that some Rust Belt states have turned to right-to-work laws to attract new industry.

See also: 1910—Rubber Shortage and Price Explosion; 1921—Automotive Recession; 1941—Rubber Crisis and Shortage; 1965—Auto Import Challenge and the Fall of the American Auto Industry; 1973—Arab Oil Embargo Crisis; 1975—Rapid Deindustrialization; 1979—First Chrysler Bankruptcy; 2009—General Motors Bankruptcy; 2013—Detroit Bankruptcy
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1981—Air Traffic Controllers’ Strike

On August 3, 1981, more than 13,000 air traffic controllers went on strike after months of negotiations with the federal government. The strike pitted their union, the Professional Air Traffic Controllers Organization (PATCO), against President Reagan. It would be the first major challenge of a government union against the government and one that would affect the public. Although such government strikes were common in Europe, America had never seen a challenge of this size by public workers. Airlines reported losses as high as $30 million a day. Businesses were further strained in what was already a recessionary period.

Although the strike lasted only a few days, it resulted in the firing of the air traffic controllers, which caused a major slowdown in air transportation as supervisors and the military took over the air control duties. Air transportation was reduced for weeks to about 50 percent of normal and slowly reached 80 percent after several months. It would be two years until the nation’s air control and transportation returned to normal. The strike never gained public support and changed the nature of unions in the United States for years. For many historians, the strike would signal the beginning of decline for unions in the nation.

The PATCO was formed as a government union in 1968 as a result of overworked controllers. In 1970, the PATCO staged a sick-out and a slowdown as well as a limited walkout for reduced working hours. The courts ordered the controllers back to work, finding that the action was illegal. Congress responded to PATCO’s concerns by hiring additional controllers and raising salaries. The real problems, however, continued. Safety reports raised public concerns about the air control system in the United States. For years, air traffic controllers were the target of media reports on job burnout and the effect of stress on workers. As a result, the PATCO incorrectly judged public support for the union and thought they would quickly and successfully win a strike in 1981.

The union badly overestimated its bargaining position in 1981. In February, they demanded a $10,000 annual increase for every controller, a reduction of the workweek to 32 hours, and full retirement after 20 years. The wage demands carried the headlines and hurt public support for the controllers. Negotiations dragged out for months, and there was little compromise on either side. The final government offer was a $2,500 annual wage increase. When the final government offer fell far short of PATCO demands, the union membership overwhelmingly voted to strike. Then on August 3, 1981, the controllers went on strike in the middle of the peak travel season.

The first hours of the strike caused the cancellation of 6,000 flights, or 60 percent of the flights in the United States, and panic set in. As supervisors tried to maintain flights, the union released stories of safety problems to the press to gain public support. Within four hours, President Ronald Reagan called a press conference to address the crisis. Moving quickly before panic carried the day, Reagan claimed that the union workers were in violation of the Taft-Hartley Act of 1947 and a 1955 law preventing government strikes. The union had not expected any interference from the president as they had supported him in the election.

Reagan saw the strike as not only illegal but also un-American. He gave the controllers 48 hours to return to work or face termination. By the deadline, 1,300 controllers of 13,000 had returned to work. The striking controllers were sent termination letters, union leaders were arrested, and the union’s funds were impounded. Military air controllers joined the 1,300 returning controllers and supervisors to keep planes in the skies. Eventually, about 1,000 military controllers were called in.
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Two picketers protest while people stand beside their baggage at LaGuardia Airport after air traffic contollers walked off their jobs on July 29, 1981. The walkout was part of a nationwide strike to demand wage increases from the federal government and was the largest strike by federal employees ever. Eleven thousand of the employees were fired on August 5 after failing to return to work under President Ronald Reagan’s orders. (Bettmann-UPI/Corbis)

The union had gambled that the government could not fully run the nations’ air traffic control system without them. The two-year training requirements also seemed to protect union members from replacement. No one had expected a swift and determined response from the president. Even the AFL-CIO (American Federation of Labor and Congress of Industrial Organizations) allowed its workers to cross the controllers’ picket lines. Isolated, the controllers were through; the government never wavered and even took further steps to make an example out of the air traffic controllers. In October, the National Labor Relations Board decertified the PATCO, and the striking controllers were banned from ever working for the government.

The initial weeks were tough for the airlines and the replacement controllers, as they tried to keep up with the stated goal of maintaining 50 percent of the flights during peak hours. There were weeks of struggle, but within a few months the system was operating at 80 percent. Business was hurt in the short run, and, in the first few years, fear hurt the travel business; but air travel returned to normal in three years. The full economic impact is very difficult to assess. In 1993, President Clinton reversed the executive order preventing the rehiring of striking air controllers. The air traffic controllers reorganized as the National Air Traffic Controllers Association in 1987.
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1982—Collapse of the Steel Industry

The song most often heard on jukeboxes in the bars and saloons of America’s industrial towns in 1982 was Billy Joel’s “Allentown.” It would become the anthem of the American steel recession. The song talks about how working families had given their country so much only to be forgotten in their own economic war. Theirs was a country that had asked them to fight global wars only to surrender them to the global economic war that was devastating their hometowns. The landscapes of their towns now resembled parts of those of Germany after World War II. The “Allentown” song was partly inspired by the closing of Bethlehem Steel’s Lackawanna steel plant, the closing of the Johnstown, Pennsylvania, steel plant and major job cuts near Bethlehem, Pennsylvania. Bethlehem Steel reduced its workforce from 83,000 to 43,900 at the start of 1982. It would turn out to be such a brutal year for steel that it made the Great Depression look like the good times.

The great steel recession of 1982 was far different from previous recessions in that it was a permanent dismantling of the industry. Even the Great Depression of the 1930s had only idled America’s steel mills. Youngstown, Ohio, was the first casualty of the great steel recession. The Mahoning Valley contained the steel mills of Youngstown, Niles, and Warren along a 25-mile stretch. From 1977 to the mid-1980s, the mill closings of Youngstown Sheet & Tube, United States Steel, Sharon Steel, Copperweld, and Republic Steel in this area resulted in the loss of an estimated 40,000 jobs. Small businesses collapsed throughout the valley, and school tax losses destroyed the city education system. The social and community infrastructure collapsed as crime took over the valley. It would augur the future of many steel-producing regions by the mid-1980s. The dynamiting of the three great blast furnaces of United States Steel’s Ohio Works on August 7, 1984, would be an iconic picture that ran in newspapers around the world.

The epicenter of the 1982 great steel recession was Pittsburgh’s Mon Valley. The collapse of the once great Monongahela River valley of Pittsburgh tells a great deal about the nature and depth of pain from the great steel recession of 1982. The region, which contains the cities of Braddock, Homestead, Donora, Clairton, Ranklin, McKeesport, Duquesne, and Pittsburgh had 28 blast furnaces operating in the 1950s. After the 1982 steel recession, only one blast furnace was operating in the valley.

At its peak, the Mon Valley mills employed more than 120,000 workers. Braddock would become world renowned in steelmaking on a par with Liverpool, Manchester, and Sheffield in England, and Essen of the Ruhr Valley. By World War II, the Monongahela Valley steel operations would outproduce Germany, Japan, and Italy combined. As of today, more steel has been made in the Mon Valley than any other place on earth. The Mon Valley was the heart of United States Steel.

The reduction of the once-giant United States Steel involved more than mills and union workers. It hit white collar and management with the same fury. Between 1982 and 1986, United States Steel cut its salaried nonunion employees from 20,837 to 7,736. In the Mon Valley alone, the president of United States Steel, Thomas Graham, decreed a 50 percent reduction of supervisors and other office staff in 1983. Demotions followed the permanent cuts, and lower-level managers were demoted back to shift foremen.

The cruelty of these supervisor cuts far exceeded those suffered by the more written-about union steelworkers because they received no notice and, as nonunion employees, they lacked benefits. Those fired were given notices of less than 24 hours; often the supervisor worked his last shift only to be called in and fired. LTV Steel in the Mon Valley followed United States Steel’s lead. Besides the cuts at LTV Pittsburgh, the huge seven-mile LTV Steel Aliquippa mill outside Pittsburgh went from more than 10,000 workers in 1979 to less than 500 workers in 1982. At LTV, supervisors were called in, terminated, escorted by company guards to get their personal items, and then taken to the gate. The company had feared anger and property damage, but instead shock and tears were the common response. Many of these supervisors had worked for the company for decades.

The fall of the Mon Valley brought a new type of urgency to United States Steel’s management and to the other steel companies. The American steel industry was at an end. Not only was the $23-an-hour labor cost a problem, but so was efficiency; Japanese steelmakers used about 3 man-hours per ton of steel compared with 7.5 man-hours in American steel mills. The union refused to believe the real end was near. The 1983 steel industry–wide union contract did little to actually reduce the $23-an-hour wage, forcing management to look at productivity gains to offset the wage/benefit disadvantage. Part of the difference in costs between American and Japanese mills would come as a major revelation to U.S. management, but would do little to save American jobs. Frantic trips to Japanese mills by Mon Valley managers revealed that part of the Japanese productivity advantage derived from outsourcing of menial jobs and maintenance in Japanese factories. American steel outsourced more jobs to the Japanese. The result was that even more steelworkers lost their jobs.
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1982—Recession

The 1982 recession was an industrial earthquake caused by a decade of movement of the global tectonic plates of free trade, which changed the economic map of the world. The 1982 recession was the worst since the Great Depression. Though the U.S. unemployment rate hit 10.8 percent, the real pain was caused by the permanent closing of thousands of plants. The effects of the 1982 recession were worse than those of the typical business cycle; it left permanent damage on the American economic infrastructure and led to the popularity of a new metric of misery—the underemployed.

The 1982 recession wiped out struggling steel, rubber, glass, and manufacturing plants across the United States. The devastation of American industry was monumental: 1.2 million workers lost their jobs in 2,700 factory shutdowns across America in 1982. Of the 2,700 closings, 600 were permanent, affecting the jobs of more than a quarter of a million people. Auto industry layoffs were also more than a quarter of a million by the end of 1982. Total auto employment was less than 482,000 workers, far below its 1978 peak of more than 762,000. There were 250,000 autoworkers on indefinite layoff in 1982. The U.S. consumers had shifted to imported cars, which had 32 percent of the car market in 1982 versus 15 percent at the start of 1971. These statistics rippled through the weak economy and an auto supply chain that was already struggling. Auto plant and supplier plant closings basically ended auto production on the West Coast, and the market was surrendered to imports. The rubber industry was also losing substantial original and replacement tire business to imports, and steel was in a similar position.

For a few days in 1982, there was no blast furnace production in Pittsburgh, no rubber made in Akron, and no glass made in Toledo. No one alive had known such a day. In fact, to find a day that no blast furnace iron was made in the Pittsburgh area, one might have to go back 150 years. The 1982 recession would be the final nail in the coffin for much of America’s heavy industry and more of its industrial core. Unemployment hit 10.8 percent in the nation as car sales plummeted, followed by a crash of the steel and rubber industries. The steel industry laid off tens of thousands as industry capacity was running at 48 percent. To the west, in Detroit, McLouth Steel went bankrupt. To the north, in Buffalo, Republic Steel would close its mill permanently. Weirton Steel in West Virginia, a massive plant that once produced more tin plate for cans than any other in the world, announced its closing in 1982. By the end of the 1980s, most of America’s steel mills would be gone.

In the first three months of 1982, more than 111,500 steelworkers were laid off. In April, LTV Steel shut down its Pittsburgh Works (formerly Jones and Laughlin Steel) after 135 years of continuous steelmaking. The blooms—bars of steel—at LTV cost well above market price; even if LTV workers labored for free, their blooms would be more expensive than Brazilian or Russian blooms, even after adding all costs of shipping to Pittsburgh.

The announcement of a possible bankruptcy of the nation’s ninth-largest steel company, Wheeling-Pittsburgh Steel, struck a new fear into the Pittsburgh area in 1982. This was not free trade but economic warfare. The insignificance of labor costs in many industry plant closings was proven in 1982 when 27 steel plants that had been given wage concessions by their workers were closed anyway. By the end of 1982, the number of steelworkers out of work would be more than 153,000—53 percent of the workforce—and 46,000 of the out-of-work steelworkers were in Youngstown, Ohio, as more than 150 years of steelmaking ended there.

For the rubber industry, 1982 marked the end of tire production in Akron, Ohio, the “Rubber City.” The rubber industry had been on the front lines of the import tire invasion of America. General Tire shut down its Plant No. 1 in March 1982. In 1981, Firestone moved its headquarters from Akron to Chicago. Unemployment in the Akron tire industry was devastating. In 1964, there were 37,100 rubber jobs in Akron; by 1984, there were 15,400. The city and its companies struggled to hold on, but when Goodrich, Goodyear, and Firestone were purchased by foreign companies, the Rubber City’s reign in the tire industry was over by the end of the 1980s.

The year 1982 left a broad path of deindustrialization across America. The southern textile industry was hit with the same devastation as the steel, rubber, and auto industries. In 1982, the apparel and textile industry had its highest number of plant closings at 47, including one of America’s oldest cotton textile mills, Newberry Mills in South Carolina. Its closing would be followed by the closing of 12 more plants in South Carolina alone. Their decline signaled a continuation of the movement of the American textile industry to Mexico, Asia, and China.

Trenton, New Jersey, was typical of hundreds of industrial cities across America in the 1982 recession. Once a major East Coast manufacturing center of steel, rubber, machine tools, and pottery, the city had a proud slogan: “Trenton Makes, the World Takes.” Trenton’s decline started after World War II as a result of mergers and plant relocations. In particular, Trenton suffered from the automotive deindustrialization of the late 1970s. The 1980 closing of the nearby Ford Motor plant at Mahwah, New Jersey, hurt the whole state. When the massive Ford Mahwah plant was built in 1955 it was the nation’s largest auto plant, covering more than 12 football fields. It stood as a symbol of American industrial might. When the plant closed, 4,148 workers and 425 managers were let go.

The destruction caused by the 1982 recession would be immortalized in American culture through its music. Mahwah’s closing would make the country-western music charts in a song recorded by Johnny Cash on his Johnny 99 album. In his Nebraska album, New Jerseyan Bruce Springsteen would sing about a Ford worker drowning in gin and taking his life.
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1986—Savings and Loan Crisis

The savings and loan crisis of the 1980s would represent the greatest collapse of American financial institutions since the Great Depression. Although it had roots in the 1970s, the crisis was marked by the insolvency of the Federal Savings and Loan Insurance Corporation (FSLIC) in 1986. It was a classic bubble with overspeculation and excessive growth in the savings and loan industry. The FSLIC was the federal insurer of savings accounts at these thrift institutions, the thrift industry’s equivalent to the Federal Deposit Insurance Corporation. By the end of 1986, 441 thrifts with $113 billion in assets were insolvent; 533 thrifts with $453 billion in assets were on a watch list for institutions with less than 2 percent of their total assets in tangible capital. The period 1986 to 1995 would see the failure of 1,043 thrifts with combined assets of more than $500 billion. The cost to the taxpayers of bailing out these institutions was in excess of $200 billion. The savings and loan crisis would result in a number of new regulations and a 50 percent reduction in the size of the industry. Even more interestingly, the savings and loan crisis would foreshadow the 2008 banking and mortgage crisis.

American thrifts, which became known as savings and loans, were focused on housing loans and experienced rapid growth after World War II. In the 1960s and 1970s, the savings and loans competed for savers by offering high interest rates in a time of spiraling inflation. The stagflation of the 1970s, with its slow growth in housing and high interest rates, weakened the financial assets of the savings and loans. In the early 1980s, lower interest rates caused savers to move to other saving options, which further weakened the savings and loans. Congress looked at ways to help the savings and loans grow out of their problems by expanding savings and loans products and increasing deregulation.

The Depository Institutions Deregulation and Monetary Control Act of 1980 allowed savings and loans to issue credit cards, make consumer loans, invest in real estate, and offer interest-earning checking accounts. These products put savings and loans in competition with commercial banks, but without many of the regulations that governed banking activity. The Economic Recovery Tax Act of 1981 allowed savings and loans to sell their mortgage loans to Wall Street firms and allowed losses to be offset against taxes.

Savings and loans began the process of making loans, bundling them, and selling them at steep discounts to obtain new money to make more loans. The trouble began when small savings and loans became overextended, while others suffered because their loans were insufficiently backed by solid assets. The public became aware of the mess in March 1985 with the failure of Home State Savings Bank of Cincinnati. Depositors began a run on the bank’s branches, causing the governor of Ohio to call for a bank holiday and the closure of the state’s savings and loans. Only federally backed (FSLIC) savings and loans reopened as other depositors’ withdrawals drained the state’s insurance funds. The problem soon spread to other states. As federal regulators were forced to take over these savings and loans, the federal FSLIC fund was depleted by late 1986. The federal government continued to back all insured savings and loans.

From 1986 to 1989, the government bailed out an additional 296 institutions. Things got worse as the Senate and House ethics committees uncovered political scandals affecting both parties in Congress. Three U.S. Senators—Alan Cranston (D-CA), Don Riegle (D-MI), and Dennis DeConcini (D-AZ)—were forced out of office; and John Glenn (D-OH) and John McCain (R-AZ) were rebuked for poor judgment and influence peddling with the Lincoln Savings and Loan, which had also failed. The scandals kept the savings and loan crisis in the news, requiring more reform by Congress. In January 1987, the Government Accounting Office declared the FSLIC officially insolvent by more than $3.8 billion. Meanwhile, the whole savings and loan industry in Texas was near collapse. Texas was home to savings and loans that had more than 50 percent of the industry’s liabilities, and the situation there was worsened by a deep recession in the oil industry. In the end, 14 of the 20 biggest losses would be Texas savings and loans. The Texas savings and loan problem threatened the whole U.S. system.

By 1989, the savings and loan crisis was dragging the economy into recession. In February 1989, President George H. W. Bush announced a $50 billion bailout of the savings and loan industry. In August, Congress passed the Financial Institutions Reform, Recovery, and Enforcement Act of 1989. The Savings Association Insurance Fund (SAIF) replaced the FSLIC. The Resolution Trust Corporation was created to resolve insolvent savings and loans. A new regulatory agency, the Office of Thrift Supervision, was created. Freddie Mac and Fannie Mae were given additional responsibility to support the mortgages of low-income families. By the official end of the savings and loan crisis in 1995, more than 1,600 savings and loans were closed or had received substantial federal aid, representing 50 percent of the industry. Regulation helped restrict liberal banking practices, but many observers believe the root causes of the crisis were never fully addressed.
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Depositors line up in the parking lot of Old Court Savings & Loan waiting to withdraw their savings, Randalstown, Maryland, May 1985. (Marty Katz/Time Life Pictures/Getty Images)
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1987—Black Monday

On Monday, October 19, 1987, the U.S. stock market, as measured by the Dow Jones Industrial Average, lost 508 points or 22 percent of its value in a single day. The drop would be the largest one-day point loss and the second-largest one-day percentage loss in the history of the average. In a single day more than $500 billion in stock value ceased to exist. The market decline had actually started in Asia and moved around the world. Hong Kong fell 45.5 percent and most of Europe recorded a 30 to 40 percent drop. It was a strong example of the growing interconnectivity of world markets.

The stock market’s drop made the national news in a way reminiscent of the crash of 1929. The crash rippled throughout the economy, ending the boom of the 1980s. Although fears of economic collapse lasted for months, a full-blown recession did not materialize. The financial industry was hit hard, and layoffs approached 20,000 in New York alone. There was a short-term slowing of the economy as businesses waited to see if the market’s collapse was a harbinger of the economic future or an isolated financial event.

The crash, although it put investors on edge, did not leave a long-term mark on the economy. The immediate effects of the crash, however, were worrisome for the nation. The major networks moved to full coverage of the crisis, preempting regular programming. It was the first time since 1929 that a stock market crash took the headlines of many leading newspapers. The crash would also be featured on the cover of Time and other weekly magazines.

One immediate effect was a change in plans for companies that were going to offer a new public issue of stock. The number of cancellations over the next year was unprecedented. Before the crash, 229 companies had filed papers for a public stock offering. Almost half of those were canceled within nine months. Those that continued with stock offerings raised far less than the average amount before the crash. This function of the market would take two years to fully recover. This reduction in new stock offerings hit the financial district hard, resulting in major layoffs. Investors and consumers pulled back as the nation worried about recession. The crash ended the expansion of the 1980s, but the country avoided a major plunge into recession.

The causes of the Black Monday crash were many, as were the proposed solutions. The stock market in early October 1987 had been reflecting investor nervousness over increasing inflation and rising interest rates. The bond market reacted by declining to adjust for higher interest rates. Still, the economy was considered strong, though the expansion was slowing. On Friday, October 15, Iran had attacked an American oil tanker. Investors became anxious over the weekend about how the incident might affect oil prices and the economy.

On the morning of October 19, two American warships shelled an Iranian oil platform. This event added worries to a market ready for a potential downturn. Then the dollar-backed Hong Kong stock market crashed, and the crisis moved quickly throughout the world markets. The underlying factors included negative market psychology, asset overvaluation, and illiquidity. Some argued that the biotech stock bubble had developed by October, but this was a minor factor. Clearly, the mechanics of the actual crash were driven by program trading and the selling of large blocks of stock as the market moved down. As the market moved lower, these automated programs actually accelerated the move down.

The crash would highlight the growing use of and problems with program trading. Program trading is a technique used by pension funds, hedge funds, and insurance companies to reduce the cost of trading. By the late 1980s, program trading had merged with emerging computer technology to create a type of automated market that often led to big moves up or down in the stock market. Program trading involved the buying and selling of large blocks of securities, with a value of at least $1 million. This automated approach allowed computers, instead of humans, to make the actual buy/sell decisions based on the price of the index of stocks. Thus, a sudden move down in a stock index might trigger large program selling of the actual stocks via computer.

Another more problematic variation of program trading is index arbitrage. This type of trading uses options and futures on stock indexes as a type of insurance against stock declines. For instance, traders can sell stock index futures as a hedge, or as insurance, against stocks they own, in anticipation of stocks themselves falling. Those sales of index futures can lead to actual declines in the companies’ stocks as the computer programs kick in, selling the stocks to match the lower level of the futures’ index. The rapid drop on October 19 actually created a great deal of program selling, which exaggerated the crash as automated computer selling took over.

Congress and the public were outraged by the use of program computer trading. Congress tried but failed to pass a law against program trading. The New York Stock Exchange imposed new strict rules on program trading to prevent another crash. Most of these rules involved implementing stopping points or circuit breakers into the computer programming. This has been used often since the 1980s. A higher capital requirement for stock specialists was also imposed to prevent overspeculation.
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1992—Hurricane Andrew

Hurricane Andrew was the third category 5 hurricane ever to hit the United States, after the Labor Day Hurricane in 1935 and Hurricane Camille in 1969. In terms of low pressure, at 922 mbar it ranks fourth, after the Labor Day Hurricane (892 mbar), Hurricane Camille (909 mbar), and the 2005 Hurricane Katrina (920 mbar). Its property damage of $26 million was the largest to date. (It now follows Hurricane Katrina at $108 billion, the 2012 Hurricane Sandy at $65 billion, and the 2008 Hurricane Ike at $29 billion. In total costs, Hurricane Andrew is second only to Hurricane Katrina.)

Hurricane Andrew was a small category 5 hurricane with devastating winds, and wind damage not a storm surge was the main problem it caused. Hurricane Andrew stands out, however, with its indirect costs on the American economy beyond property damage. The more than 600,000 insurance claims filed in Florida bankrupted 11 insurance companies, leaving nearly a million policy holders without insurance and forcing the state to create a new type of insurance entity. In addition, the state of Florida’s new insurance involvement resulted in the establishment of statewide building codes. The track of Andrew hit urban Miami Dade County, and looting was extensive. The slow and ineffective response by the federal government would also prompt a review of federal coordination in such disasters. The federal government issued $7 billion in emergency relief. Indirectly, much of this would drive up taxpayer costs for future hurricanes. Andrew is considered a hundred-year event.

Hurricane Andrew had a slow early development, which gave most of the impact area less than two days’ notice of the seriousness of the storm. As it approached Florida, Andrew went through a rapid development from a category 3 to a category 5 storm. The fast-moving Andrew rapidly developed category 5 wind speeds. The small core of the storm (it was extremely small compared to the slow-moving giant, Hurricane Katrina) actually increased peak wind gusts to nearly 180 miles an hour.

Many citizens missed the forecast of the full impact and the timing of the storm. When it hit the Bahamas on August 23, it leveled 800 houses as winds hit 120 miles per hour. It then barreled toward south Florida, giving most residents less than a day to prepare. The storm was centered in the Miami Dade County cities of Homestead, Kendall, and Florida City. Evacuation was ordered, but the short notice created a 200-mile bumper-to-bumper traffic jam on Interstate 95, that was exacerbated by the bridges in south Florida. Still, about 1.2 million people got out of the area of the storm’s worst impact. Winds were clocked between 160 and 177 miles per hour. The wind was so powerful that more than 2,300 damaged traffic lights and 150,000 damaged street signs needed to be replaced. More than 20 million cubic yards of debris had to be removed.

Once it hit land, Hurricane Andrew tore into neighborhoods like no other hurricane before this time. More than 60,000 homes were fully destroyed and another 100,000 were damaged. Homestead Air Force base, home to 2,000, was completely destroyed. Mobile home parks were devastated because of Andrew’s high winds. Approximately 175,000 people were left homeless, straining emergency resources to the breaking point. More than 1.5 million homes were without electricity and telephone service for weeks. More than 80,000 businesses were damaged or destroyed. An estimated 100,000 residents permanently moved northward in Florida, changing racial demographics in Dade County. It was also estimated that a third of the trees in Everglades National Park were destroyed. Hurricane Andrew also destroyed more than a third of the coral reefs in Biscayne National Park. One saving grace was that Andrew was mainly a wind event with a small storm surge. The lack of a surge kept the total death count to fewer than 25 in Florida. The total death count, including Louisiana, reached 60.

In Louisiana, the storm hit as a category 4 hurricane and caused less damage than in Florida. Still, about 1,000 homes and 2,000 mobile homes were completely destroyed and another 23,000 were damaged. The estimated home property damage in Louisiana was $1 billion. However, Louisiana suffered damage to sugar and soybean farms to the extent of $300 million. The fishing industry also reported a loss of $200 million. More than 80 percent of Louisiana’s oyster reefs were destroyed, and damage to Gulf of Mexico oil rigs was extensive. Andrew destroyed or damaged dozens of oil platforms, reducing U.S. oil supplies for months. Oil companies lost more than $500 million. The damage was mostly done to older rigs, and a review set new standards for the future.
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Aftermath of Hurricane Andrew in Homestead, Florida, August 25, 1992. (AP Photo)

Hurricane Andrew would change America’s approach to hurricane response and damage prevention. Florida created the Joint Underwriters Association to ensure future insurance capacity. The mighty winds of Andrew caused varying damage based on neighborhood building codes. In particular, houses constructed of staples and plywood showed far more damage than average. New building codes required the use of nails versus staples. Andrew’s winds also produced a storm of broken glass as never seen before. New building codes would require shutters and impact-resistant glass. Although storm surge was not the biggest problem caused by Hurricane Andrew, it did affect hotels and hospitals near the shore. New codes required the use of metal doors with rubber gasket seals. Weather forecasting was also upgraded. Only one satellite was available to monitor Andrew; now several are used in hurricane monitoring. This, coupled with better computers, would have allowed forecasters to see the rapid strengthening of Andrew and might have given residents more time to evacuate safely.

See also: 2005—Hurricane Katrina; 2012—Hurricane Sandy
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1992–1994—North American Free Trade Agreement

After years of globalization and deindustrialization, the American union movement had been hard hit. Still, the union had strong ties with the Democrats, who had opposed free trade agreements. A redline had been drawn to prevent cheap Mexican and South American labor from becoming competitive, through free trade, with American union labor during the 1980s. The passing of the North American Free Trade Agreement (NAFTA) in 1992, with the support of President Bill Clinton, would cross that redline. Presidents George H. W. Bush, a Republican, and Clinton, a Democrat, agreed on the need for NAFTA.

America thus had no political party to challenge the idea of free trade, except the followers of the neo-Whig, anti-NAFTA politician Ross Perot. During the presidential election campaign, third-party candidate and businessman Perot had warned that if NAFTA passed, America would hear “a giant sucking sound” of jobs going to Mexico. And, indeed, it would be the inexpensive labor made available under NAFTA that would start a 10-year movement of jobs and factories to Mexico, including tens of thousands of the few remaining auto supply-chain jobs. Mexico offered cheap labor, low taxes, and easy access for American factory owners. The economic effect was devastating to Middle America during the 1990s, hitting auto parts, glass, and textile industries. Industrial Middle America, represented by towns like Fostoria, Ohio, would be sucked into the Rust Belt of larger cities. Eventually, crime in Mexico, poorly motivated workers, the low quality of the products produced, and regulations by the Mexican government would burst the Mexican labor bubble of the 1990s.

NAFTA is a story all its own. It is an example of how free-trade proponents of NAFTA overtook the Democrat Party and left the union no place to go. It was this association of union workers with one political party that the American Federation of Labor’s founder, Samuel Gompers, had foreseen as the destruction of the union movement. The unions had aligned themselves strongly with the Democrats since the 1940s. Union money was being used in political campaigns against Republicans, who were now aligned with the right-to-work southern states. When President Clinton followed the advice of his economic advisers to implement NAFTA, the union had little recourse. Union leaders argued against the move, but they could not throw their support to the Republicans or threaten withholding money from the Democrats. By 1992, a symbiotic relationship had developed between the unions and the Democrats. It was a bitter pill for the unions to swallow. Part of the argument used in selling NAFTA to the unions was that cheap Mexican labor would be a much bigger threat to nonunion labor in the South.
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President Bill Clinton signs the North American Free Trade Agreement (NAFTA), December 8, 1993. (Jeffrey Markowitz/Corbis Sygma)

The industry hardest hit by NAFTA was the auto parts supply industry. The huge auto supply chain in America was under extreme cost pressure. Mexican labor offered an alternative to high-priced union labor. Auto suppliers started to build factories in Mexico under the trade agreements of NAFTA. Also, some functions such as parts inspection were outsourced to Mexico. American labor costs at the time were about $22 an hour including benefits compared with $2 an hour in Mexico.

The poster child for the impact of NAFTA on heartland America is Fostoria, Ohio. The editor of Harper’s magazine called Fostoria, “a small town in the middle of everywhere.” Once a glass town and the crossing point of five major railroads known as the “iron triangle,” it was an example of small-town industrial America. Fostoria was the “Spark Plug Capital” of the world, home to Autolite. For Fostoria, Autolite and the town would face a slow decline as Autolite’s competitors moved to Mexico and made spark plugs there much more cheaply. In addition, the overall demand for spark plugs dropped as the long-life platinum plugs took over the market. Spark plugs faced the same double punch that had hit the tire industry—expanded product life and imports. Spark plug life went from 12,000 miles to more than 100,000 miles. The improved life would all but eliminate the replacement market for spark plugs. Still, the market was highly profitable if a company had Mexican-level labor costs.

NAFTA had put Fostoria jobs in competition with those in the small town of Mexicali, Mexico. The difference was stark for those Fostoria workers. Unionized Fostoria workers averaged $22 an hour with benefits against about $2 for Mexicali workers. In addition, the standard workweek in Mexicali was 48 hours versus 40 hours. By 2009, the number of Autolite employees dropped below 120 in Fostoria. The company offered a deal to reduce wages to $11 an hour and add a major increase in workers’ health care deductible. The union balked, preferring to negotiate better severance benefits. The city blocks in Fostoria now are strikingly similar to those in Detroit or Toledo, but lack the services of vital infrastructure. There are empty lots, boarded-up houses, trash, and crime. Businesses have closed in the downtown area. Homeless people roam the streets. Rusted rails are increasing as the railroads continue to pull out of the Rust Belt. The iron triangle railroad crossing, once the symbol of Fostoria’s industry, is covered with trash.

NAFTA brought cheap Mexican labor into competition with American workers in the glass and textile industries as well. The glass and textile industries are also a story of now dead small towns that were booming in the 1950s. The loss of small-town jobs in the auto supply, textiles, and glass industries since 1992 was more than 200,000, exceeding that of those in the steel and rubber industries of the big cities. In the long run, however, Mexican labor proved undependable and less quality conscious. The political instability and crime in Mexico would slowly end the migration of American factories to Mexico by the next decade. For many companies, it proved more cost-effective to use illegal Mexican immigrants in American factories. Change was too little too late.

See also: 1703—Tobacco Depression; 1828—Tariff of Abominations; 1947—Mont Pelerin: A Crisis in Economic Thought and Academia; 1965—Auto Import Challenge and the Fall of the American Auto Industry; 1975—Rapid Deindustrialization; 1979—First Chrysler Bankruptcy; 1980s—The Rust Belt; 1982—Collapse of the Steel Industry; 2013—Detroit Bankruptcy
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1994—Mexican Peso Crisis

The Mexican Peso Crisis, or “Tequila Crisis” as it was known, was the first of many international crises in the 1990s that threatened the United States. The assistance given would set the pattern for the United States’ future responses to international monetary crises. Mexico’s entrance into international trade in the 1990s, spurred by the North American Free Trade Agreement (NAFTA), created a currency bubble as investors poured into Mexican currency and debt. Mexican and United States economies became interconnected in the 1990s as Mexico became America’s third-largest trading partner, accounting for 10 percent of U.S. exports and 8 percent of U.S. imports in 1994. Experts predicted that a collapse of the Mexican peso would cost around a million jobs in the United States.

Although the NAFTA agreement put U.S. investors at risk in a Mexican collapse, Mexico was totally dependent on the United States, which was the destination for 85 percent of Mexico’s exports. The bursting of the peso bubble created political and economic concerns for the United States. A financial collapse of Mexico might also cause an explosion in illegal immigration into the United States, as unemployed Mexicans left to find work north of the countries’ common border. Eventually, the United States would put together a $50 billion rescue package to save Mexico. It would be the largest foreign assistance package ever from the United States, exceeding the Marshall Plan to rebuild Europe after World War II. It would also set a precedent for preemptive monetary action in world currency problems.

During the four years before the crisis, Mexico was experiencing economic growth and an influx of investment capital. NAFTA had created soaring hopes in the economic future of Mexico. The Mexican government tried to control the value of the peso when the country began experiencing hyperinflation and increasing debt. Mexico expanded its bond issues as a means to finance its growing debt. But a bond market bubble had built up as money flowed into the Mexican economy. In 1994, the bubble burst as investors became nervous about the country’s total debt load.

This panic was the result of many financial, social, and political factors. In November 1994, the panic began; foreign investors pulled out $3 billion from the Mexican capital market in a single day. In December, over three days, Mexico international reserves fell from $17 billion to $6 billion. Rumors surfaced that Mexico would default on its debt. The Mexican government let the peso float against foreign currency, and the exchange rate fell from 4 pesos to the dollar to 7.2 pesos to the dollar within a week.

The fall of the peso threatened America’s robust export business with Mexico. It also threatened to increase the number of American factories moving to Mexico, and the instability brought fears of a migration explosion into the United States, threatening American labor. To overcome any political resistance to a bailout in the United States, the crisis was defined in stark terms. It was stated that 700,000 American jobs depended on exports to Mexico. The United States also needed Mexico as a stable oil producer in an age of energy shortages. The Mexican government was unstable, and revolutionaries were active in its southern provinces. President Bill Clinton also faced domestic political pressure, having just persuaded Congress to ratify NAFTA. The risks to the United States built support for some type of American aid to Mexico. President Clinton argued the case for massive aid: “By helping to put Mexico back on track, this package will support American exports, secure our jobs, help us protect our borders, and safeguard democracy and stability in our hemisphere.”

Congress was unwilling to pass a loan package after the political blowback of passing NAFTA, so President Clinton moved without Congress, using the U.S. Exchange Stabilization Fund and funds from the International Monetary Fund to secure more than $50 billion in loan guarantees. It would be the largest loan ever given to one nation by the Monetary Fund. The package came with terms resembling a straight business deal. It required structured payments and political reforms from Mexico. It also required Mexico to put up oil exports as collateral. From a business standpoint, the package was extremely well-designed. The financial risk to the U.S. Treasury was minimized.

The overall success of the program was mixed. The United States would make more than $500 million on the loans, but the lower peso caused a huge drop in U.S. exports to Mexico. The U.S. balance of trade with Mexico went from a $400 million surplus to a $1.2 billion debit in Mexico’s favor. The stabilized but lower peso also caused a significant movement of manufacturing from the United States to Mexico. The package did little to stop Mexican immigration and drug traffic into the United States.

See also: 1719—Mississippi Bubble; 1749—Colonial Hyperinflation and Currency Deflation; 1772—Credit Crisis; 1781—Currency Deflation and Inflation; 1997—Asian Financial Crisis; 1998—Russian Financial Crisis; 2008—Banking and Subprime Mortgage Crisis; 2012—European Sovereign Debt Crisis: U.S. Exports and Banking Impacts
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1996—Decline of Southern Textile and Furniture Industries

The first serious impact of the Chinese manufacturing strategy would hit U.S. textile and furniture industries in 1996. From 1996 to 2002, more than 100,000 textile jobs were lost in the small towns of North Carolina compared with 82,000 in jobs lost from 1977 to 1996. Since 2000, the United States has lost 700,000 textile jobs to Asian competition. The loss of textile jobs in small towns exceeded the total job losses in the rubber and the steel industries. The accelerated decline occurred when Asian competition was added to the existing Mexican competition.

The poor quality of Mexican manufactured goods had shifted some manufacturing back to the United States just as Chinese competition started to come into play. Chinese labor costs were often lower than $1 an hour, making it impossible for American labor to compete. Walmart would play a key role in the decline of both of these industries. Divided partisanship in America’s two political parties would limit, if not eliminate, any political solutions. Unemployment in North Carolina towns would reach 25 percent and remains high even today. Southern towns were one-factory towns, which forced laid-off workers in one town to travel as much as 100 miles to find work. Small town deindustrialization would be larger in total and more devastating than large-company deindustrialization in the North, though it did not produce the same big newspaper headlines.

Walmart was part of the reason for the acceleration of job loss in textiles and furniture because it made large purchases for its stores nationwide that favored the cheap labor costs and plant networks in China. Of course, the reduction in American incomes was driving even more people to shop in Walmart. Another problem was the time-bomb approach of the World Trade Organization (WTO), which offered gradually declining tariffs to allow the American industry to modernize its textile industry. This approach was typical of the WTO, which would stall and then allow tariffs to phase out.

The WTO approach only diffused U.S. political opposition. American industry did, in fact, invest in new technology, but the issue they were facing was cheap Chinese labor, not U.S. factory efficiency. The political battle in the United States focused on Walmart’s nonunion internal practices not trade and international labor inequalities. A divided America could not compete with the nationalistic tiger of China. The United States was already entrenched in a free-trade global approach.

The story of textile deindustrialization was written town by town. but the North Carolina town of Mount Airy is representative of the decline of small textile towns in America. Mount Airy is best known as the birthplace of Andy Griffith and was the model for the fictional TV town of Mayberry. Mount Airy’s city seal features the four foundations of Mount Airy’s economy—textiles, tobacco, furniture, and granite blocks. Deindustrialization has destroyed those pillars. Mount Airy is located in Surry County, which has lost 10,000 jobs in the past 10 years. Textile workers in the Mount Airy area once earned $15 an hour but now are happy to find any work. The town’s unemployment rate hit 25 percent in the late 1990s and in 2013 is still above 12 percent. Many small-town people have deep roots and find it hard to move to find work elsewhere. Americans seem numb to the loss of small manufacturing, and “Buy American” campaigns had no better success in the textile industry than in the auto industry. Free-trade southern politicians found it hard to support tariffs for textiles in their states while opposing those for autos and steel.

Sadly, small-town factory workers had no place to go. The government poured in retraining funds, but the promised high-tech jobs did not materialize. One North Carolina local community college was thriving, however, as older workers searched for new careers. Many are training for government jobs, the only career that so far has resisted outsourcing. Many workers in America have been retrained numerous times for new and supposedly better jobs. One local government strategy in North Carolina was to become a wine-producing area. Vineyards were planted, and the community college offered viniculture courses. But such hopeful future industries proved illusionary. Wine making is labor intensive, leaving it open to globalization as well. The South’s best hope ultimately would be in attracting Japanese and European auto plants where nonunion southern labor was still competitive.

The problems for North Carolina continued with the decline of the furniture industry. Here again, jobs were lost to China and Mexico. In 1990, High Point, North Carolina, was the “Furniture Capital of the World.” It is a midsize city that represents the North Carolina furniture industry with its huge semiannual exhibition. The decline of the furniture industry was a rather new wave in deindustrialization in the 1990s, but it was the same old story. The furniture industry was bombarded with ideas of how to save and compete with China. One industry journal talked of the need to innovate and adopt new manufacturing methods while noting that in the 1990s the average American furniture worker was making $14 an hour versus the 69 cents earned by similar Chinese workers. Some furniture makers in the South began selling knocked-down furniture to be assembled by the customer to cut labor costs. Lower labor costs simply could not be overcome by the American furniture industry.

In addition, lumber costs for furniture in the South were also increasing. The hurdles for the industry do not even account for the Chinese government’s commercial support for its furniture industry. Some joke that anything short of growing furniture would not be competitive with China. Southern nonunion labor is the most competitive in the United States, and yet its costs are not even close to those offered by Chinese labor. The job losses in the counties surrounding High Point reflect this international wage inequality.

See also: 1703—Tobacco Depression; 1828—Tariff of Abominations; 1947—Mont Pelerin: A Crisis in Economic Thought and Academia; 1965—Auto Import Challenge and the Fall of the American Auto Industry; 1975—Rapid Deindustrialization; 1979—First Chrysler Bankruptcy; 1980s—The Rust Belt; 1982—Collapse of the Steel Industry; 2013—Detroit Bankruptcy
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1997—Asian Financial Crisis

The Asian crisis of the 1990s would create fears of a global meltdown. It would thus be known to many as the “Asian Contagion.” Although the causes were many, the crisis had the characteristics of a classic credit bubble similar to the Mississippi Bubble of 1719 and the others that followed throughout U.S. history. The impact on the United States centered on job losses and a potential recession. Loan defaults of Asian countries directly threatened many U.S. financial institutions. The crisis caused a devaluation of Asian currencies and a rise in the dollar. The dollar’s rise made U.S. exports expensive and imports even cheaper.

American factories, already suffering from the influx of cheap Asian imports, faced a new tsunami of Asian imports. U.S. government estimates at the time were for a trade imbalance increase of $100 billion to $200 billion with job losses in U.S. manufacturing ranging from 700,000 to 1.5 million. This loss added to the previous job losses represented Depression era levels for manufacturing. Fears caused the stock market to drop more than 7 percent. The crisis in the United States was, to a large extent, muted by action taken by the International Monetary Fund (IMF), backed by the United States. Still, the generally lower Asian currencies continued to play a role in the long decline of America’s textile, glass, and furniture industries.

In the 1980s, the Asian economies of Thailand, Indonesia, South Korea, Malaysia, and Singapore had experienced double-digit growth rates. These Asian economies, which became known as the “Asian Economic Miracle,” attracted huge influxes of outside capital. The American apparel manufacturers were rapidly building factories in Asia to take advantage of the cheap labor in those markets. Many Asian apparel workers made less than 20 cents an hour compared with $17 in the United States.

The Asian stock markets soared with the infusion of capital; meanwhile, all of that foreign capital was fueling a bubble. The capital influx drove real estate speculation in these countries as well. There was overexpansion in the manufacture of cars, steel, and electronics. In the 1990s, these Asian countries experienced a boom in exports, particularly electronics. In 1996, though, exports from the region started to slow as China entered strongly into the world market. There were also serious underlying problems and corruption in the Asian banking system, which is also a characteristic of speculative bubbles. Huge amounts of currency were flowing into countries that mere decades earlier had been underdeveloped nations.

In the United States, the Federal Reserve was pushing interest rates up, and currencies like Thailand’s were tied to the U.S. dollar, which slowed Thailand’s Asian exports. The Thailand government, in response, allowed its currency to float, which quickly resulted in a 20 percent decline in the Thai currency and ended the speculative bubble in the region. Even Japan, the growth winner of the 1980s, was pouring money into the Asian rim in the search of even cheaper labor.

In one year, currency inflows of $93 billion into this group of smaller Asian economies turned to an outflow of $12 billion. Economists called it a “sudden stop.” Asian markets collapsed, and many companies faced bankruptcy. In addition, the banking infrastructure and real estate market crashed. In the United States, the Dow Jones dropped 554 points on October 27, 1997. The stock drop of 7 percent in one day caused panic in the financial markets. The U.S. federal government assured the public that action would be taken.

The impact on Japan was huge as 40 percent of Japan’s exports were sold to other Asian countries. America was further endangered because Japan at the time owned most of America’s debt obligations. In the long run, Japan would suffer more from the Asian Contagion, but the United States had already suffered decades of lost manufacturing jobs. Still, America’s bipartisan commitment to free-trade policies required the United States to take action. Support from the United States for these Asian economies was not popular in the United States, but the complexity of the economics was lost on the average American. Because both American political parties were basically in the free-trade column, there was little debate about the impact these Asian economies were having on American jobs. Some criticism of the IMF’s bailout was that it encouraged risky behavior. Still, considering the continued trade agreements and the interconnected international markets, there seemed little choice for the United States but to aid the Asian countries.

The $40 billion influx of currency from the IMF was used to stabilize the currencies of Korea and the Asian rim countries. The IMF was, at the time, an international fund backed by more than 180 nations to support peaceful world trade. It was and is mainly supported by the United States. Another estimated $100 billion in bailout money came from other international economies around the world.

The low Asian currency exchange rates continued to hurt American manufacturing. Uncertainty in Asia pushed the dollar up, which, in turn, made U.S. exports more expensive and less competitive in global markets. The U.S. trade deficit soared from $175 billion in 1997 to $230 billion in 1998. The loss of more American manufacturing to competition from cheap imports called for protectionist legislation; but the Clinton administration had supported free trade from its earliest days. Estimates of job losses in the United States because of the crisis included 65,000 in apparel and another 30,000 in textiles. In the long run, the Asian financial crisis ushered in the rise of Chinese influence and the fall of Japan in their respective economies.

See also: 1719—Mississippi Bubble; 1749—Colonial Hyperinflation and Currency Deflation; 1772—Credit Crisis; 1781—Currency Deflation and Inflation; 1994—Mexican Peso Crisis; 1998—Russian Financial Crisis; 2008—Banking and Subprime Mortgage Crisis; 2012—European Sovereign Debt Crisis: U.S. Exports and Banking Impacts
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1998—Russian Financial Crisis

The Russian crisis in 1998 can be viewed in the context of a series of crises starting with Mexico and Asia. It was yet another indication of the growing interconnectivity of the world’s economies. In the case of the Russian crisis, the United States executed a rescue mission more for political reasons than direct financial ones. Still, the Russian crisis had the potential to pull America into a deep recession and created panic in many American and international financial circles. The Dow Jones industrial average of U.S. stocks dropped 980 points in August in response to the Russian meltdown. For many observers, in order for the West to defend the emerging democracy in Russia, the country required a bailout. It was believed that the financial crisis in Russia was driving a revival of the Communist Party.

Russia had been experiencing an investment boom in its oil fields. Inflation, however, was often running well above 50 percent by the end of 1997. Russia devalued the ruble and put a hold on many currency contracts. Russia had been struggling with the bursting of its oil bubble. The Asian crisis of 1997 had driven the price of oil to new lows, and that price decline threatened the newly emerging Russian democracy. The first months of 1998 saw extensive bank failures and political instability in Russia.

Instability in Russia also threatened the new emerging democracies of Eastern Europe, nations once controlled by the former Soviet Union, which had a growing dependence on Russian energy. In addition, the United States was a major exporter of grain to Russia, and American companies had large investments in Russian oil. Although the action was unpopular, the United States helped support Russia through its financial crisis to avoid a global recession. The crisis ultimately established American leadership in the International Monetary Fund (IMF) and strengthened America’s role in expanding democracy through the availability of financial credit and free trade.

The Russian crisis followed quickly upon, and was related to, the Asian crisis. Russia, like Asia, had been the center of speculation based on its growing oil reserves. Inflation and interest rates in Russia were approaching 80 percent in some sectors. The 1997 decline in the price of and demand for oil, due to the Asian crisis, put Russia’s economy in deep trouble. The economic decline would result in a 75 percent decline in its gross national product.

The result in Russia was economic devastation not seen since the 1930s. The nation’s workers were not being paid or being paid months late. The government stopped paying pensions and welfare payments. Many citizens refused to pay taxes. Prices of imports had quadrupled. Grocery stores lacked food in the cities as the monetary system collapsed. Citizens reverted to growing their own food, and farmers kept what they grew or gave it to the government. The economy returned to a barter system as trust in the Russian currency collapsed. As winter approached, urban residents who had lost their homes took up living in the sewer system and abandoned houses. The cities filled with unemployed and homeless people as the Communists once again took to the streets and encouraged demonstrations. For many western reporters, it appeared that Russia had returned to the dark days of the 1917 Revolution.

Russia seemed incapable of getting outside capital, and government bond rates hit 300 percent. President Boris Yeltsin appealed to President Clinton for aid. A $22 billion bailout package was arranged in July but failed to save the country from a major downturn. On August 17, 1998, the Russian government defaulted on domestic loans and devalued the ruble. A 90-day moratorium on foreign debt was imposed. A number of large banks failed, and government budgets were slashed. These measures helped stop the decline. The devaluation started to strengthen industry. The revival of the old barter system had actually softened the landing. The real turnaround came within a year when there was a run-up of oil prices on the world market. With oil leading the way, foreign investment returned. Still, the causes and effects of the crisis, and its impact on the United States continue to be debated.

Many observers blame the overly aggressive theoretical growth plan of the IMF to build a new Russia. Since the 1940s, the IMP’s mission has been to grow democratic, capitalist economic systems in countries formerly dominated by communism. The collapse of Communist Russia and the implementation of a free-market system there offered the chance to achieve that goal. This goal was also supported by the Mount Pelerin Society, an international economic group whose advisers were prominent within western governments.

The actions of the IMF would, however, signal a new type of economic intervention in world economics by the United States and other western nations. The Mexican, Asian, and finally the Russian crises greatly expanded the political power and actions of the IMF, and the use of IMF credit has more than doubled since 1990. In addition, the leadership of the United States and its voting power, the largest in the IMF, has increasingly tied the U.S. Federal Reserve to even more international and political operations such as the Russian bailout. For many, America’s growing commitment to the IMF and free trade has deepened deindustrialization in the United States. On the other hand, others see the world economies as interconnected, requiring governments to work together on regional problems.

See also: 1719—Mississippi Bubble; 1749—Colonial Hyperinflation and Currency Deflation; 1772—Credit Crisis; 1781—Currency Deflation and Inflation; 1994—Mexican Peso Crisis; 2008—Banking and Subprime Mortgage Crisis; 2012—European Sovereign Debt Crisis: U.S. Exports and Banking Impacts
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2000—The Y2K Crisis

The Y2K crisis (also known as the Millennium Bug) was a turn-of-the-century computer problem related to digital storage of data. The actual term comes from “Y” for year and “K” for 1,000 (kilo); thus, “Y2K” is year 2000. It had been the practice of data programmers to abbreviate a four-digit year such as 1988 with two digits, such as 88. The practice originated in the 1950s when data storage was at a costly premium. Without changes, the turn of the century, from the year 1999 to 2000, would create redundancy and confusion. For example, because of the abbreviated data, the years 2010 and 1910 would be seen as the same year: 10. Predictions of computer crashes at the turn of the century created panic and a consulting frenzy. Many believed airlines would shut down, medical devices would fail, the power grid would freeze, financial markets would close, and panicked citizens would take to the streets.

Y2K would go down in history as the nation’s mostly costly scare. Although the fears and problems were probably overestimated, the cost to U.S. businesses of preparations to prevent the expected disaster totaled more than $140 billion by the year 2000. The total world cost was estimated at $600 billion. As the event approached, the public moved to panic buying of necessities. On New Year’s Eve, Americans watched the New Year arrive in Hong Kong with relief as computer systems functioned normally.

Although the programming problem had been discussed by many technology professionals for decades, it was only in the second half of the 1990s that the concern reached business and government leaders. The true buildup of work to address the problem started in 1998 as software-fix expenditures passed $10 billion. In 1998, when the United Nations (UN) formed a Y2K Committee, it captured the imagination of the press and public. The UN committee represented 120 countries, each of which, in turn, formed their own national crisis committees. The UN extended loans through the World Bank and International Monetary Fund.
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Leslie Sibert, Y2K program coordinator for Georgia Power, runs through different scenarios for the millenium computer glitch in the company’s storm center in Atlanta during a nationwide power company Y2K drill on April 9, 1999. (AP Photo/John Bazemore)

The United States went on to pass the Year 2000 Information and Readiness Disclosure Act to limit business liability if they disclosed their problems and readiness plans. Insurance companies offered businesses further protection, and lawyers mobilized for potential public problems. Talk of huge lawsuits and corporate liability turned the problem into a “Y2K scare.” In 1999, businesses were giving their information technology (IT) departments blank checks to resolve potential problems. The spending bubble made many software consultants wealthy.

The U.S. Federal Reserve started increasing the money supply in preparation for potential problems on January 1, 2000. Many banks worried about potential runs as New Year’s Day approached. Each government agency had its own assessment group for internal and external applications. The Federal Emergency Management Agency (FEMA) was assigned overall responsibility for the problem. Banks and financial institutions prepared contingency plans for government review. The White House had its own committee meeting to routinely review progress and potential problem areas. The government believed the Internet would be affected negatively as there was no central control or government agency to oversee the planning.

Midsize companies spent millions in IT resources. Six Flags Theme Parks spent more than $20 million and applied 37 full-time staffers to the project. General Motors’ costs were in the hundreds of millions with more than 500 full-time IT personnel involved. IT professionals were in short supply as business IT departments mushroomed. Y2K consulting became the nation’s hottest industry. IT departments expanded in all businesses, and IT equipment purchasing boomed as businesses took the opportunity to replace aging equipment. Computer sales hit new highs as companies purchased new hardware and software. The computer investment helped build the dot.com bubble. The transportation industries spent billions on redundant computer systems, as did hospitals, police departments, and fire departments. Weeks of planning went into the organization of emergency plans.

Months before New Year’s Eve 1999, the scare took on aspects of hysteria and panic buying. The media loved the topic and generated a great deal of unnecessary fear. Magazines that focused on the problem flew off the shelves. Interestingly, the panic was similar to that which occurred at the end of the first millennium, in the year 999, when many thought the world would end. People were panic buying water and dried food as many prepared for the worst. Electric generators were in short supply as many believed the power grid might be down for days if not weeks. IT employees were put on emergency standby, and many were required to forgo New Year Eve parties. Police in major cities were staffed for a major crisis. Sales of survivalist goods, such as guns and military surplus increased as the event approach.

On New Year’s Eve 1999, the TV networks focused on each country, starting with Hong Kong. The Y2K scare was a major part of the reporting. The actual day saw few if any problems, however. The lack of problems created a debate as to whether planning had saved the day or the massive overkill of spending and preparation was totally unnecessary. Countries such as China, Russia, and Italy, deemed ill-prepared for possible Y2K disasters, actually reported no problems.

Further Reading

Mitchell, Robert. “Y2K: The good, the bad, and the crazy.” Computerworld, December 26, 2009, 7–10

U.S. House of Representatives, Computer Security Impact of Y2K: Expanded Risks or Fraud. Washington, DC: BiblioGov, 2010.

2000—Dot.Com Bubble

The dot.com bubble or Internet bubble was a speculative stock bubble from March 1997 to March 10, 2000. The bursting of the dot.com bubble started a two-year decline that resulted in a $5 trillion loss in the market value of U.S. companies. The dot.com bubble was best measured by the technology-heavy NASDAQ Technology Index. Driven by such stocks as Amazon, eBay, and Cisco, the market rally in technology stocks was so intense that any Internet stock became hot property. E-commerce and new business models were quickly evolving. Internet companies generally showed little if any profit, but investors were betting on the future.

Internet stocks quickly became overvalued. Internet start-ups were able to raise huge amounts of money by going public. NASDAQ’s dot.com stocks peaked in March 2000 with a total value of $1.3 trillion, representing 8 percent of the entire U.S. stock market. The decline in stock prices as the bubble popped started on March 10, and 10 days later these stocks had lost 10 percent of their value. The decline went on for months causing bankruptcies, lawsuits, and a dried-up capital market. Amazon’s stock alone went from $107 to $7 a share. The dot.com group averaged a greater than 60 percent decline. The selling continued and accelerated through the terrorist attack on September 11, 2001. Although it was a classic bubble, the causes of the dot.com bubble and bust vary from Y2K to the government’s antitrust lawsuit against Microsoft. Two and half years later the NASDAQ index had lost 78 percent of its value.

Amazon had the successful business model of making money on the Internet in the 1990s. The real strength and source of the company’s rapid growth was in Amazon’s website and adaptability to the Internet. The website offered the type of browsing and comparison shopping that would be difficult in a brick-and-mortar store. Customers could research areas of interest or the complete writings of an author. The website could track customer interests and previous purchases, allowing for recommendations and notification by e-mail of a new book based on the customer’s area of interest or by an author whose book had already been purchased.

These were services that a brick-and-mortar store could not readily provide. Amazon’s website quickly won the attention of Internet servers and customers. Amazon also added customer services such as gift wrapping. Through special services, novel digital shopping features, and discounting, Amazon began to overtake brick-and-mortar stores. By the end of 1997, Amazon became the first Internet company to reach one million customers. At the end of 1998, Amazon became the world’s third-largest bookseller by expanding to Europe. Amazon, however, did not report a profit until 2001. In fact, its model was actually structured to grow large before reporting a profit.

The logic of Amazon’s operations led investors to invest in other Internet companies without concern for the usual requirement that a company show short-run profits. The model seemed to have applications to all areas of consumer spending. New areas of internet business activity evolved as well, such as online auctions with eBay. Stock speculation expanded to include any computer companies of Silicon Valley. Cities tried to tag along with the bubble by building technology corridors to attract new dot.com companies. Cities not only gave tax breaks but also invested millions in fiber-optic cables to attract new dot.com companies.

The success of dot.com companies in the stock market caused new opportunities for venture capitalists. In addition, initial public offerings (IPOs) of stock boomed, led by Internet companies. There were 475 IPOs in 1999 alone. Of these, 147 doubled in value, creating a rush to untested Internet and technology stocks. Young investors became millionaires overnight. Many of these tech IPOs did little more than pay the salaries of young computer programmers. Xcelera.com, a Swedish Internet investment company, recorded the largest one-day rise in stock price in U.S. history.

The hype and mass stampede to Internet stocks was exemplified by a German hacker, Kim Schmitz, who became a multimillionaire by launching a bogus dot.com company. Even more solid communications companies took on debt to expand and attract investors. Network companies, such as Nortel Networks, also expanded their debt to participate in the rapid growth. The bubble was further supported by the Taxpayer Relief Act of 1997, which reduced capital gains taxes. Stock brokers began to sell the investment idea of growth over profits, known as the “dot.com theory.” Bankers and investment firms soon realized that the real money was in offering new stock issues. Promotions started to border on fraud as hot stocks were being pushed on small investors. As the bubble grew, small investors and day traders became involved in the speculation.

The end of the bubble came on March 10, 2000. Part of the initial decline was attributed to the finalization of the government’s antitrust case against Microsoft. As stock prices deflated, the high debt relative to earnings of these companies became obvious to investors, producing further selling. Many companies were essentially wiped out, such as eToys and Priceline (an online ticket seller) as euphoria turned to despair and panic. As the bubble burst, stories of fraud and corruption started to surface.

Historically, speculative bubbles have always brought out the worst in capitalism. The largest of these corruption cases was WorldCom, which was found to have overstated its profits to drive up stock prices. WorldCom would go bankrupt, making it the third-largest bankruptcy in U.S. history. Eventually the U.S. Securities and Exchange Commission fined many investment firms for misleading investors.

The dot.com bubble started to drag the U.S. economy into recession as unemployed stock traders, investment bankers, and computer programmers glutted the employment markets. Venture capital dried up for months. Advertising revenues crashed as dot.com companies ran out of other people’s money. Whereas during the 2000 Super Bowl 17 dot.coms ran commercials at a cost of $2 million each, the 2001 Super Bowl had only three dot.com commercials. Pets.com, one of the companies with the hottest commercials of 2000, went bankrupt a year later. The year 2001 would be one when online retailers lost ground to brick-and-mortar stores.

See also: 1719—Mississippi Bubble; 1749—Colonial Hyperinflation and Currency Deflation; 1772—Credit Crisis; 1781—Currency Deflation and Inflation; 1847—Panic; 1921—Automotive Recession; 1994—Mexican Peso Crisis; 2008—Banking and Subprime Mortgage Crisis; 2012—European Sovereign Debt Crisis: U.S. Exports and Banking Impacts
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2001—September 11 Terrorist Attack and Recession

The economic impact on the United States of the September 11 terrorist attacks had short-term and long-term costs as well as direct and indirect costs. The total cost to the country was estimated at more than $3.3 trillion. The insurance loss of more than $40 billion was the largest in U.S. history, surpassing the previous largest disaster, Hurricane Andrew, by one and half times. In addition, it would become the world’s largest insurance loss. The shutdown of air traffic for a week took many airlines to the edge of bankruptcy with long-term losses exceeding $10 billion. Loss of jobs, work, and tourism probably cost New York City near $50 billion in the long run.

The federal government poured in more than $20 billion in various forms of assistance. Long-term security costs were in the billions for the transportation industries and city governments. Although the stock market drop of 600 points was temporary, the attack moved the United States into a full-blown recession. The indirect war costs in Iraq and Afghanistan surpassed $1.6 trillion. Right after the attack, the Federal Reserve added $100 billion a day in liquidity to the U.S. banking system to prevent a wider financial crisis.

The September 11 attacks took their greatest toll in 2,996 human lives, just short of the death toll of Pearl Harbor. The Dow Jones Index suffered its worst one-day drop and biggest one-week drop after the attack. It created a short panic on the stock market, but it was the long-term costs that hurt more. The total monetary costs are just as staggering. The breakdown of the $3.3 trillion total cost of the event was physical costs at $55 billion, economic impact at $123 billion, Homeland security at $589 billion, war costs at $1,649 billion, and projected veteran costs at $867 billion.

The physical building replacement costs included $3.5 billion for the Twin Towers and $1 billion for the Pentagon. Related infrastructure costs were $13 billion. Cleanup costs were more than $1.3 billion. The cost of the four airplanes hijacked by the terrorists was $385 million. The physical total of $55 billion surpassed the previous Hurricane Andrew record in 1992 of $25 billion. Insurance companies and their stocks took a heavy hit. Berkshire Hathaway paid claims exceeding $2 billion, and European insurers had a major portion of the claims. Insurance companies did have significant reserves to make the payouts, but have since had to put limits on payouts for these types of disasters.

The economic impact costs are more difficult to estimate. The estimated loss in air traffic was more than $10 billion with another $2 billion attributed to other forms of transportation. The travel and airline industries suffered long-term negative effects as well. Fear of flying increased dramatically. Total costs to overall business disruption were estimated near $12 billion. New York City recorded a job loss of 83,000 in the year after the attack. At least 10,000 small companies were destroyed. Tourism in New York dropped around $4 billion. On the stock market, insurance, airline, airplane manufacturer, bank, financial, and travel stocks declined the most.

Security costs for all types of public events and businesses increased. Security costs added to the problems of the already struggling airlines. Airport security created long lines and lost time as customers had to arrive at airports hours ahead of time. Many estimate that lost work time for line waiting has also run in the billions each year. Airports that had been developing business models for increasing consumer shopping were restricted as family and friends waiting for passengers could no longer gain access to airport stores. Major sporting events took on major security costs. Nuclear plants, water-processing plants, major tourist attractions, sporting events, and large malls took on huge increased security. Americans also gave up some privacy rights for security with the passage of the USA PATRIOT Act.
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Firefighters and emergency personnel remove debris from the site of the World Trade Center towers on September 13, 2001. (AP Photo/Stephen Chernin)

The largest indirect costs were the two wars that followed the 9/11 attacks. Known in total as the “War on Terror,” these government actions would include two of America’s longest wars. The wars and the rebuilding funds for Iraq and Afghanistan would be part of this decade of unprecedented spending. The spending continues into 2014. Clearly, the September 11 attack has dominated the economic history of the United States so far this century.

The effects of the September 11 attacks on the recession are less clear because the United States was already on the path to recession before the attacks. The dot.com crisis and September 11 both contributed to an economy in decline. Before these events, the Federal Reserve had already been raising interest rates in an effort to slow speculation and the economy. Unfortunately, these events hit the economy hard and took the Federal Reserve off its plan. Inflation of house prices and commodities continued. The brief 2002 recession was, to a large degree, a typical contraction of the expansion of the 1990s. The lagging indicator of unemployment showed the impact of the overall recession. The year 2001 recorded a loss of 1.8 million jobs. The unemployment rate started that year at 4.3 percent and ended at 5.7 percent. The unemployment rate peaked at 6.3 percent in June 2003. The stock market did not fully recover until 2003. Based on traditional measures, the 2002 recession was one of America’s shortest. The economy continued its expansion fueled by the growing housing bubble and inflation.

See also: 1992—Hurricane Andrew; 2000—Dot.Com Bubble
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2005—Hurricane Katrina

Hurricane Katrina is considered one of America’s greatest natural disasters. It was the third-strongest hurricane to make landfall in the United States. Hurricane Katrina ranks as the costliest hurricane, resulting in $81 billion in direct property damages and more than $150 billion in total costs. Private insurance claims paid surpassed $41 billion, and federal insurance claims for flooding exceeded $16 billion. The death toll was more than 1,800 people, and more than 700 are still missing. The main damage to New Orleans came from the failure of its levees, which is considered the worst civil engineering disaster in American history. Floods covered nearly 80 percent of the city of New Orleans.

Eventually, New Orleans would lose 50 percent of its population. More than 770,000 people were displaced, which was the largest migration of people since the Dust Bowl of the 1930s. On the Gulf Coast of Mississippi, hundreds of prime resorts were destroyed and beaches eroded. Oil and gas production in the United States was reduced by more than 22 percent for six months as 30 oil drilling rigs were destroyed and nine refineries were shut down.

Katrina affected more Americans than any other hurricane. The gross national product, tourism, energy supplies, shipping, and imports all declined while gas prices and government relief costs increased. Costs continued to add up as reconstruction and survivor payments continued. The federal government’s response was highly criticized. Some of this criticism arose because no other hurricane in American history had received such real-time coverage; hundreds of reporters and camera crews were embedded in New Orleans.

Hurricane Katrina developed as a strong hurricane in the Gulf of Mexico on August 26, 2005. The sheer size of this slow-moving giant attracted much media attention. Although it strengthened to a Category 5 storm in the Gulf, it hit land as a Category 3. Katrina was one of the largest hurricanes, extending more than 103 miles from its center and affecting more than 93,000 square miles on landfall. Its size would create a large storm surge, to which much of the damage was attributed.

On August 28, New Orleans issued its first-ever mandatory evacuation. Voluntary and mandatory evacuations were also called for in large areas of Louisiana and Mississippi. The Super Dome was designated a refuge of last resort for those left in the city. On August 29, Katrina made landfall with eight to nine inches of rain. Many news channels had around-the-clock coverage of the event from hotels in the French Quarter. Damage seemed light as the hurricane passed, but most observers missed the initial damage to the levee protecting New Orleans from storm-surge flooding. Flooding was the cause of 700 deaths. In total, New Orleans flooding accounted for 80 percent of the fatalities.
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Damaged neighborhood in Gulfport, Mississippi, after Hurricane Katrina made landfall on August 29, 2005. (U.S. Navy)

The storm surge of more than two feet breached the levee at New Orleans and flooded the canal system. As Lake Pontchartrain overflowed, the levee ruptured, flooding the sections of New Orleans below sea level. Counties in Mississippi were also flooded. Panic and looting began quickly in the streets of New Orleans. Guards abandoned prisons, which resulted in hundreds of unaccounted for prisoners. A number of people died in health care facilities that could not be evacuated. Some New Orleans police officers deserted their posts: others were overwhelmed by the flood, violence, and looting. The Super Dome sheltering 26,000 people sustained heavy damage to the roof, making living conditions difficult. In the flooded streets, bodies were found floating. After a few days, the floodwater became a toxic mix of industrial chemical spills, raw sewage, and bacteria, making the clean up expensive and taking several months.

Throughout the Gulf Coast, the damage was extensive—more than 300,000 homes were destroyed at a cost of $67 billion. Business property damage contributed another $20 billion to the loss, and the debris left amounted to 118 million cubic yards. Major roads and bridges were destroyed. The short-term damage included 2.5 million electric customers without power and more than 170 water utilities heavily damaged. New Orleans Energy had to file for bankruptcy. For weeks, at least 60,000 people were trapped in New Orleans without fresh water, food, and medical supplies. The floodwater restricted the ability of federal agencies to provide aid. Americans watched in horror as timely help failed to address the problem. Finally, the Coast Guard was mobilized to rescue stranded residents. In addition, 58,000 National Guardsmen were activated. It took weeks to restore order in New Orleans, which had become a lawless zone of shootings, looting, and carjackings.

Damage to the oil-refining industry, which was heavily concentrated around New Orleans, was extensive. For six months, 20 percent of the refining capacity was lost, causing increases in gasoline prices throughout the country. Nine refineries were closed for weeks as repairs progressed. More than 30 oil platforms in the Gulf were lost. The oil spills related to Katrina approached some of America’s biggest, with a total of 7.4 million gallons lost. New Orleans was also a major U.S. port for crude oil, and its operations were disrupted for months. Crude oil hit a record high of $70 a gallon. Gasoline went from $2.50 a gallon before Katrina to more than $3 a gallon. In the South, some stations were selling gasoline for more than $6 a gallon, creating federal inquiries into price gouging. The South also reported long lines at stations and panic buying. The job losses in the oil industry contributed to a major increase in unemployment. President Bush opened up the Strategic Oil Reserve to hold gasoline prices down.

This level of destruction from a natural disaster had never been seen. Congress appropriated $62 million in aid for the victims. Private organizations raised another $5 billion. Housing assistance was needed by at least 700,000 people. More than half of the states provided help to evacuees. Some 80,000 people went to Houston, Texas, for temporary help. The major long-term costs were in the rebuilding of the levee system in New Orleans, which continues today and has cost more than $8 billion. In Mississippi, tourism was hit as casinos and beaches suffered major damage. In all, even the initial aid to relieve suffering took weeks to reach recipients, the cleanup took months, and the rebuilding into years.

See also: 1992—Hurricane Andrew; 2012—Hurricane Sandy
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2008—Banking and Subprime Mortgage Crisis

Initially, this crisis, known as the subprime crisis, was a result of investments in low-quality mortgages failing throughout the American and international banking system. Although the subprime crisis had its roots in America, bundled financial packages containing subprime mortgages had been sold throughout the world. The U.S. subprime crisis would become a worldwide crisis, leading to a major international recession, as these bundled loans had been sold to the world’s biggest banks.

In the United States, banking failures related to the crisis were the largest since the 1930s. Housing declines were the largest since the 1930s as well, and in many areas, house prices showed declines never seen before. In 2008, the government had to take over the country’s largest mortgage companies—Fannie Mae and Freddie Mac. Large financial firms went to the brink; Lehman Brothers filed for bankruptcy, and the world’s largest insurance company, AIG, needed to be bailed out by the government by an amount in excess of $150 billion. By the end of 2008, Citigroup and other large banks needed federal bailouts. General Motors and Chrysler also required billions in bailout money and structured bankruptcies. The Federal Reserve pumped billions of dollars into the U.S. financial system, and Congress passed a $787 billion economic stimulus package.

One prerecession problem that led to the crisis was the rise of a worldwide housing bubble. In the United States, there had been decades of government policy to increase house ownership. That policy, coupled with commodity inflation, drove housing prices sky high. From 1997 to 2007, many American home prices more than doubled. The rapid rise in prices created a speculative bubble in the high-price segment of the market. The prices of lower- and mid-priced homes were driven higher by excess money and the government policy of loosening credit requirements. Another key factor was the lowering of interest rates by the U.S. Federal Reserve. The bubble broke, sending house prices and sales to Depression levels. Lower tax assessments even put a strain on local and state governments.

Subprime mortgages were also at the root of the housing bubble. Subprime refers to the poor quality of the borrower’s credit record. Standards for borrowers’ credit were almost nonexistent for these subprime loans. The drive to expand subprime loans came from government-sponsored agencies such as Fannie Mae and Freddie Mac. Clearly, the government was pressuring these firms to take on more subprime mortgagees. Fannie Mae and Freddie Mac had to be rescued in August 2008, and when they were forced into receivership in September 2008, they had more than $5 trillion in mortgage obligations.

The subprime mortgage problem spread throughout the American and world banking system because of the lack of regulation and innovative new financial products. These innovative products, which were sold all over the world, were complex and confused the actual stream of mortgage payments. They included the bundling of subprime mortgages into mortgage-backed securities and collateralized debt obligations for sale to investors. This type of derivative and the asset distance—the gap between the ultimate capital provider for the loan and the homeowner getting the mortgage—allowed for frequent illegal acts and a loss of accountability. It also allowed for loose standards for the homebuyer’s credit as the mortgages were sold off in a bundle in these derivatives, and the investors had no idea whether the homebuyer was a good or a bad credit risk. Major banks had billions of these creative derivatives on their books.

Accurately pricing these risk investments became an issue as the system broke down. Panic started at a number of banks as their customers who had purchased these investments grew nervous. Regulations had also been loosened to allow banks to expand the range of their financial products they could sell to their customers. Regional banks became active in selling many new insurance-like products that were tied to the housing market through companies like AIG. The threat of default of these subprime loans became real to owners of millions of individual retirement accounts.

In 2007, the whole system started to unravel. The Bush administration had discovered the subprime weakness in 2006, but Congress was not ready to act. Credit agencies were also aware of the problem and started to downgrade bonds related to subprime mortgages in June 2007. European banks were hit first in the fall of 2007, and there were several runs on French and British banks. By the spring of 2008, the crisis moved to the source in the United States. Bear Stearns, a large investment bank, was rescued from bankruptcy by the government in March 2008. The government then allowed Lehman Brothers, another large investment bank, to go bankrupt in September 2008. At the same time, Merrill Lynch was rescued in a government-brokered deal in which it was purchased by Bank of America. Customers started to worry that the banking problem extended even to local banks.

Black September continued with an emergency loan to AIG, which government authorities deemed “too big to fail.” AIG was one of the major sellers of insurance and financial products for banks. Many retirees watched nervously as AIG approached failure. The status of money market funds also put fear into the owners of many retirement funds. The financial crisis moved into the stock market, and the market fell 777 points on September 29, the largest one-day drop in history. The slide continued until the Dow Jones reached a bottom of 6,469 from a high of 14,164. Congress was in the midst of a great debate on an economic bailout. Many of the lessons of the 1930s were again discussed. Eventually, AIG received an $85 billion taxpayer bailout.

The government sensed that the economy was heading into a recession as house prices started to decline. The Economic Stimulus Act of 2008 was passed with bipartisan support. The $152 billion focused on tax rebates for low- and middle-income families. Although consumer spending improved, the credit crisis continued as the nation headed for recession.

See also: 1719—Mississippi Bubble; 1792—Panic; 1819—Panic; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1893—Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1937–1938—Recession; 1987—Black Monday; 2009—Great Recession
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2009—Great Recession

The stock market crash of 2008 was driven by the collapse of subprime mortgage investments throughout the world. The next few years would be known as the “Great Recession.” The Great Recession would rival the Depression of the 1930s in many aspects. It has produced misery approaching the levels of the 1930s, and a full analysis of the causes will continue for years. Still, the Great Recession also has many similarities in its origins and effects to previous recessions.

The official start of the Great Recession has been tagged as December 2007 after a real estate bubble evolved into a financial crisis, but for Main Street America, it was the crash of the stock market in November 2008 that signaled its start. The full accounting of negative effects of the recession is not complete; but based on the drop in U.S. gross national product, it is the greatest recession since the 1930s. The unemployment rate would approach 9 percent, and other measures of unemployment and underemployment saw rates at Depression levels. Although the analysis of the causes and effects is incomplete, the place of the Great Recession in history is ensured.

The stock market hit a record high of 14,164 on the Dow Jones Average on October 11, 2007, before starting its decline. In October 2008 the stock market continued to slide and bank failures increased. In November 2008, the crisis came to Main Street as unemployment claims jumped to a seven-year high. The decline in market value by as much as 40 percent or more had small investors with individual retirement accounts in shock. Declines in housing and the stock market had slowed consumer spending to a trickle. AIG and other financial companies needed more money to prevent bankruptcy, and Congress was looking at loans for American carmakers facing potential bankruptcy. Citigroup needed a government loan of $20 billion to keep it from going under. The carmakers got their loans in December, and Citigroup was forced to merge with Morgan Stanley.

The stock market declined in 2009, plunging below 7,000 on the Dow. Runs at money market mutual funds required the government to insure them. The Federal Reserve used all its tools to flood cash into the system. Congress passed the Economic Recovery and Reinvestment Act in February 2009, and it was signed by President Obama. The cost was more than $800 billion and spread money in various directions. Some of the largest spending, more than $100 billion, went to education, health care received more than $150 billion, and renewable energy more than $70 billion. Infrastructure, which focused on job creation, directly received more than $47 billion. Another $50 billion targeted aid to low-income and unemployed workers. Total spending exceeded $520 billion. Tax changes accounted for another $270 billion.

In addition, the Federal Reserve moved to push interest rates to near zero by putting more money in circulation and buying Treasury bonds. Many suggest that the movement of money via the Federal Reserve and government spending prevented the economy from going over the cliff. European countries had to implement similar plans and bailouts. This huge influx of government funds into the system was based on the lessons of the Great Depression when the government had been slow to react.

Most agree that the stimulus did little to prevent the Great Recession, however. The total damage of the Great Recession to employment has eluded traditional measures. Employment losses to college graduates and American youth far exceeded those of the 1930s. The basic calculations were changed, and the large number of workers who gave up job hunting or took Social Security early was not fully accounted for in the figures. Many other workers escaped the unemployment rolls by filing for disability or welfare payments, both of which saw dramatic increases during the recession. The unemployment rate did not bounce back quickly, as seen in earlier recessions, but behaved more like unemployment in the 1930s. Some of that resistance to improvement was that America was operating in a global market and the recession drove consumers to buy cheaper durable goods imports instead of American-made products. Globalization and deindustrialization had greatly reduced the resiliency of the American economy.

The problems of the recession would continue even as the banking system was stabilized. Bloomberg News estimated that more than $14 trillion of global company value was eliminated in 2009. Although the recession continued worldwide into 2010, China, South Korea, and India appear to have avoided recession. Iceland suffered a total collapse of its banking system. The United States lost more than 4 percent of its total gross domestic product (GDP). Europe was hit much harder with GDP losses in excess of 6 percent. One feature of the prerecession problems was the rise of a worldwide housing bubble.

See also: 1792—Panic; 1819—Panic; 1847—Panic; 1857—Panic; 1873—Panic and Global Depression; 1893—Panic; 1901—Rich Man’s Panic; 1907—Panic; 1929—Wall Street Crash and Great Depression; 1937–1938—Recession; 1987—Black Monday; 2008—Banking and Subprime Mortgage Crisis
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2009—General Motors Bankruptcy

The unlikely bankruptcy of General Motors (GM) was one of the largest (and the largest of an industrial company) in American history and one of the largest in the world. Officially it ranks as number four after Lehman Brothers, Washington Mutual, and WorldCom because GM had been shrinking for two decades before its bankruptcy. GM and Chrysler’s decline to bankruptcy had deep roots, starting with the flood of imports in the 1970s, which steadily eroded the market share of the automotive giants. The bankruptcy filing by GM confirmed that America’s deindustrialization had reached the top of the food chain.

GM had negotiated long-term reductions in wages with the United Auto Workers, but nothing helped immediately in their struggle with imports. The company had not made a profit since 2004. The 2008 Great Recession and financial crisis caught the company in a cash-short position, which forced its bankruptcy filing on June 1, 2009. In the filing, GM reported $172 billion in debt and $82 billion in assets. The bankruptcy would be far from a normal bankruptcy as the deal was prepackaged, that is, controlled by the federal government and financed by the taxpayers. The American taxpayers ended up with about a 60 percent ownership in GM.

The real root of problem was typical of the deindustrialization of American industry. GM lost market share while its pension and health care costs for employees soared. In 2005, such costs were estimated at $1,600 per car. GM had struggled through the 1990s with some major setbacks and a few successes. The 1990s actually ended on a high note; both GM and Ford gained market share and profitability with sales of light trucks and sport-utility vehicles. GM’s stock price soared to $80 a share on huge profits.

The recession of the early 2000s, however, exposed a basic weakness in GM that had been growing for years. The rise in U.S. interest rates, the stock market drop, and increasing costs for its retirees put GM into a pension fund crisis. The pension fund was $15 billion underfunded in 2003; GM responded by fully funding the pensions to avoid bond creditors’ downgrading its rating. Losses started to mount in the mid-2000s. GM had been selling units of the company, such as General Dynamics, Hughes Electronics, and Delphi, for cash to help keep GM solvent.

Still in 2005, GM was a huge company with sales of $193 billion and a payroll near $8 billion. But GM was spending almost $5 billion a year on health care for retirees, which was part of a major structural problem below the surface. By 2006, the company was short of cash, and the unthinkable rumors of bankruptcy began. GM was able to raise $14 billion in 2006 by selling 51 percent of its highly profitable financing arm, GMAC, to Cerberus Capital Management. GM, whose stock had fallen to $19 a share, managed to improve in 2006, and the company remained afloat. In 2007, GM sold Allison Transmission for $5.6 billion.

A fluctuating stock market changed the funding ratio of GM’s pension funds while market share declines continued to rack up losses for the company. GM continued to sell assets, close plants, and restructure. Its bond ratings declined, making it more difficult to raise cash. The 650,000 retirees continued to be a problem, while competitors like Toyota and Honda had few legacy costs. Regardless, Toyota and Honda opened nonunion plants in the United States with lower wages and minimal employee benefits. The Japanese plants in America purchased political capital in Washington for these Japanese companies as well.

Finally, the rise in gas prices to $4 a gallon in 2008 caused GM truck sales to plummet. Chrysler was experiencing similar problems by 2007 and had been taken over by Cerberus Capital Management. In October 2008, Cerberus proposed a merger of GM and Chrysler, but the deal fell through. GM was now losing $3 billion a month as the economy came to a standstill. The Senate refused to give the company a bailout loan in early December 2008. The Bush administration managed to give GM the money from the Troubled Asset Relief Program, but the relief was too late for GM, as its burn rates were now $5 billion a month.

Under the incoming Obama administration in late January 2009, efforts to save GM accelerated. The financial crisis had eroded GM sales to the point that it was hopeless to generate the cash needed to operate. In late March, the U.S. Treasury committed money to a fund to allow the government to guarantee GM’s warranty liabilities. GM entered bankruptcy in June 2009 with the government in full charge of the details.

The government-managed GM bankruptcy would overturn 200 years of bankruptcy law. It devalued the assets of bondholders, who, under settled U.S. bankruptcy law, should have had first claims on GM’s assets. At the same time, because of the large stock ownership position of the automaker’s union, stockholders were given preferred treatment. Bondholders received pennies on the dollar, and lawsuits are still pending over the arrangement, most of them from government unions whose pension funds had large amounts of GM bonds. Both the United States and Canada infused money into the bankruptcy restructuring. The United Auto Workers held on to most of their wage and benefits in the deal. Under normal bankruptcy, the union contract would have been voided and the parties required to negotiate a new contract. The government was spared a takeover of the pension fund, which would have happened under normal bankruptcy.

To date, the results of the GM bankruptcy have been mixed, but jobs were saved as well as most of the American auto industry. Money the taxpayers loaned to GM has been paid back, although the real amount is in question. GM is much leaner. The union remains a major stockholder in GM. In fairness, the United Auto Workers proved much more flexible than did other heavy-industry unions, such as the United States Steel Workers in the decades of deindustrialization. GM was scaled down to its core brands of Chevrolet, Cadillac, Buick, and GMC. Worldwide it has once again become competitive with Toyota, which suffered from quality problems and recalls shortly after the GM bankruptcy. GM has developed a strong base in the Chinese market. It has also moved aggressively into electric and hybrid cars and plans to move into the subcompact market.

See also: 1965—Auto Import Challenge and the Fall of the American Auto Industry; 1979—First Chrysler Bankruptcy; 2013—Detroit Bankruptcy
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2010—Gulf Oil Spill

The 2010 Gulf of Mexico oil spill is often called the BP (British Petroleum) oil spill or Deepwater Horizon oil spill. The spill started on April 20, 2010, with the blowout of a drilling rig in the Gulf of Mexico. Of the 126 crew members on the platform, 11 were killed and 17 injured. It would take until July 15 to cap the leak. The total spill was estimated at nearly 5 million barrels, making it the largest oil spill on record. It covered more than 85,000 square miles of ocean, and oil washed up on around 500 miles of coast in Louisiana, Mississippi, Alabama, and Florida. The impact on the overall U.S. economy was massive. The costs to BP to date are around $43 billion, which includes direct costs such as spill response, containment, economic loss claims, and penalties.

In 2010, in response to the spill, President Obama enforced a moratorium on Gulf oil drilling, but it was overruled in federal court in October of that year. The moratorium forced thousands out of work in the oil industry. The fishing industry was also hit hard by the spill because contamination of the ocean forced closures. More than 36 percent of the Gulf was closed to commercial fishing at a cost to the industry exceeding $2.5 billion. Estimates of lost tourism dollars ranged from $20 to $30 billion. The loss of 400,000 tourism jobs also represents a revenue loss of more than $30 billion.
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Fire boat response crews battle the blazing remnants of the offshore oil rig Deepwater Horizon on April 21, 2010. A Coast Guard MH-65C Dolphin rescue helicopter and crew document the fire while searching for survivors. (U.S. Coast Guard)

The leaking well was located 41 miles off Louisiana. It was estimated that oil was spilling into the Gulf at a rate of 62,000 barrels a day. The rig itself was lost at a cost of $600 million in the first four days. The leak would continue as several efforts to cap the well with robots failed. Another dome cap would also fail. Capping the leak soon created a difficult technical problem. Many efforts for containment proved unworkable. Efforts to place booms in the water to protect the coast were also ineffective. Burning the oil was restricted because of environmental concerns.

The cleanup required some burning (flaring) and skimming of oil, but most of the cleanup required dispersants, which created health and environmental problems of their own. Louisiana even proposed building its own barrier reefs. At its peak in July, 47,000 people and 7,000 vessels were involved in the cleanup. On June 16, 2010, President Obama and BP Oil announced the formation of the Gulf Coast Claim Facility, a $20 billion fund set up by BP to address natural resource costs, response costs, and individual compensation. By July 15, the well was successfully capped. Still, criticism of the federal government continued as the oil drilling and fishing industries were still under moratoriums. By the end of July, BP’s stock had dropped 40 percent, and the company reported a quarterly loss of $19 billion. BP’s CEO Tony Hayward was forced to resign after making remarks deemed insensitive.

The government moratorium on offshore drilling had a heavy impact on 58,000 oil and 250,000 oil-related jobs in Louisiana, which accounted for more than 15 percent of Louisiana jobs. Many foreign-owned oil rigs left the Gulf for good. Oil prices and gasoline prices skyrocketed. Gasoline prices went up a $1 a gallon, breaking the $3 a gallon mark throughout the United States. One year after the spill, gasoline prices were averaging $3.83 a gallon. Prices had been $2.73 a gallon when President Obama ordered the moratorium on oil drilling in the Gulf.

The fishing industry of the Gulf was hit hard in the short term. Shrimp, crab, and oyster fishing was restricted for fear of contamination. Estimates of reductions in fishing range from a 15 to a 40 percent decline in the year of and the year after the spill. Although volume was off, prices skyrocketed, making revenues actually higher for the fishing industry, so in hindsight the estimated $2.5 billion loss to the fishing industry seems high. The losses to tourism exceeded $15 billion, but much of the damage was caused by overreaction. Many prime beach areas never saw the predicted heavy oil and tar cover; however, tourists clearly avoided the area for several years. The spill, as was the case with most recent disasters, became a major media event, which created its own set of problems and public expectations.

BP and related companies faced further liabilities via civil litigation. The major lawsuits involved the rig owner Transocean, cement maker and builder Halliburton, and blowout manufacturer Cameron International. These individual lawsuits included a wide range of charges that totaled in excess of $40 billion by the end of 2011. BP was able to settle with the plaintiffs for around $8 billion. Later in 2012, the Justice Department sued BP for gross negligence. Under the Clean Water Act alone, the federal government could impose fines of $1,100 to $4,300 per barrel spilled. BP would settle this suit for $4.5 billion, which was the largest settlement of its kind in U.S. history. BP was also found guilty of criminal charges and paid a $4 billion fine. Transocean was also sued by the Justice Department and settled for $1.4 billion in fines. Halliburton would pay a fine of $200,000. Thus far, BP’s still evolving bill consists of $19 billion for cleanup, $20 billion in claims to individuals and businesses, $4.5 billion in fines, and a possible $5 billion in state suits. The overall costs to BP reduced it from the world’s second-largest oil company to the fourth position and pushed it to the brink of bankruptcy.

See also: 2005—Hurricane Katrina
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2012—European Sovereign Debt Crisis: U.S. Exports and Banking Impacts

The appearance of the European sovereign debt crisis was an artifact, to some degree, of the U.S. banking crisis and highlights the interconnectivity of the world’s economies. European banks had heavy exposure to the failed, subprime mortgage debt bundles of the United States. The underlying issue of the size of European sovereign debt was a much larger problem. The European debt was the result of decades of socialist policies in countries like Spain, Greece, Portugal, and Italy, in particular the high wages and benefits given to unions. In 2012, the European nations as a group generated gross national product of $12.2 trillion compared with the $15.7 trillion of the United States. The 17 Eurozone nations account for 17 percent of the world’s economy.

The European crisis is still not fully resolved, but estimates of the impact can be made. The Eurozone is the third-largest export destination for American goods, accounting for 22 percent of export goods and 33 percent of export services. U.S. companies also had $2 trillion invested in European factories at the time of the crisis. The heart of the European debt crisis was the national debt of the sovereign European nations. Greece faced bankruptcy and required massive bailouts. Spain and Italy were also considered to be on the edge of defaulting. Major American banks faced more bailouts should the European banking system fail.

The formation of the European Union (EU) brought together a mix of sovereign countries into one economic system. Four of those countries, Greece, Spain, Portugal, and Italy, had for decades been giving generous wages and benefits to their workers. Moving into the new century, these countries borrowed heavily to cover mounting debts. The EU actually made that borrowing more feasible as Germany and the other fiscally sound countries of the EU acted as lenders of last resort to the more profligate countries within the EU. Germany, however, became frustrated about supporting the liberal spending of nations such as Greece and Spain. When the EU began discussions to create a rescue plan for its weaker members, the difficulty became demands from Germany and France for austerity programs in Greece.

The potential failure of Greece to pay its sovereign debt created the first challenge. In 2010, negotiations about a bailout package started among the EU countries. Greece’s unions and parliament initially stood firm against any requirements to reduce wages and benefits in the package. People took to the streets, and unions stormed parliament, refusing any cuts in pay, hours, or benefits. As Greece struggled, credit markets tightened for other EU countries with debt problems, such as Spain, Portugal, and Italy. With the American banking crisis ongoing, money was tight for subprime nations. The EU required a $1.4 trillion rescue fund in this difficult period and had difficulty meeting requirements for such a loan. Eventually, the EU negotiated a 50 percent repayment plan for private loans to Greece. The country’s debt load remained an ongoing problem. The size and interconnectivity of world economies made the Greek debt problem a major threat to the United States as it struggled to move out of its own recession.

The direct exposure of U.S. banks in 2011 included $16.7 billion at Bank of America, $14 billion at JPMorgan, and $13.5 at Citigroup. The total exposure of U.S. banks in Europe was estimated at $700 billion. Most of this exposure was in European countries not immediately on the edge of bankruptcy. Although large, this amount was much less than that of the earlier American banking crisis. American banks continued to reduce investment in Europe through 2013. The exposure of international companies was actually more threatening to the world economy. Europe accounted for more than 20 percent of American exports, behind only Canada and Mexico. Though America did see a drop in exports to Europe during the Greece crisis, it was offset by the recovery at home.

The bigger drain on the world economy was the direct impact on multinationals with investments in Europe. The U.S. government estimated that one quarter of the earnings of America’s top 25 companies came directly or indirectly from Europe. American automakers were hit hard, but again the recovery at home helped stave off major problems. Overall auto sales in Europe were at a 20-year low. Ford’s losses in Europe were more than $1.4 billion in 2012, and it was predicted to lose $2 billion in 2013. The European recession, created by reductions in government spending required by the rescue fund agreement, continued to be a drag on the U.S. economy in 2013. The crisis in Europe also continued in 2013 as Germany and the other strong countries demanded austerity in the weaker countries such as Greece. The crisis still threatens the political union.

See also: 1719—Mississippi Bubble; 1749—Colonial Hyperinflation and Currency Deflation; 1772—Credit Crisis; 1781—Currency Deflation and Inflation; 1994—Mexican Peso Crisis; 1997—Asian Financial Crisis; 1998—Russian Financial Crisis; 2008—Banking and Subprime Mortgage Crisis
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2012—San Bernardino, California, Bankruptcy

The weight of deindustrialization and globalization over prior decades had started to erode the tax base of many major U.S. cities. Expansion of debt to cover tax losses would eventually bring many cities to the brink of bankruptcy. Most of the debt was related to unfunded pensions and unmanageable wage contracts with city unions. In 2012, San Bernardino would be the largest U.S. city to go bankrupt to date and would augur the future of many American cities. The city’s bankruptcy would follow those of the California cities of Vallejo (2008) and Stockton (2012). San Bernardino, one hour east of Los Angles, had a population of 240,000. In good times the city had approved generous pensions to its civil workers, but by 2012, it had more than $143 million in unfunded obligations to the California Public Employees Retirement System (CalPERS). In addition, San Bernardino had more than $50 million in debt from a 2005 bond issue used to cover pension obligations. The city unions and CalPERS would fight the bankruptcy filing but would be overruled in federal court.

The San Bernardino bankruptcy was caused by a slow process of overexpanding city payrolls and increasing worker benefits in the face of a declining industrial base. San Bernardino County had been part of the “Arsenal of Democracy” during World War II. Kaiser Steel, near San Bernardino, was the heart of a vast industrial complex that supplied steel for shipbuilding, in particular the famous Liberty ships. At its peak, Kaiser Steel employed 10,000, and it continued to be a large employer up until its closing in the 1980s after filing bankruptcy. Kaiser Steel could not compete with cheap steel imports hitting the West Coast from Japan. The area became another symbol of deindustrialization and globalization as China purchased the huge plant for a mere $15 million. The plant was dismantled piece-by-piece, using Chinese labor, and shipped to China to be reconstructed. The loss of a major steel plant with its local supplier base of smaller businesses hit the San Bernardino area extremely hard. Another blow that cost the area good-paying jobs was the closing of Norton Air Force Base.

The fast-growing middle-class area of San Bernardino was quickly losing its tax base. To a large degree, San Bernardino would not and could not adjust to avoid the debt. From the early 1990s, San Bernardino was able to balance its budget in 3 out of 15 years. When the city was able to balance the budget, it did so by borrowing more. The city had an already unsustainable high tax rate, and raising taxes on those citizens still working was not an option that would work. The city had large unfunded pensions on which the municipal unions refused to negotiate. More than 70 percent of the city’s budget went to fire and police benefits. Furthermore, state law mandated that state workers in San Bernardino receive the same high wages and benefits as other state workers. The city council, for its part, was still increasing retirement benefits for city workers as late as 2007.

State and local government was unable to resolve the problems. It was not just union workers who were the problem; prosperity had given rise to high pay and benefits for political jobs as well. The city had also become dependent on government jobs as the poverty rate soared. At the time of the bankruptcy, more than half of San Bernardino’s population received public assistance, and the average per capita income of $15,600 was only lower in Detroit, Michigan. More than a third of the city’s population lived below the poverty rate. The crime rate was one of the highest in the nation, and the educational system had broken down, so kids were turning to the streets. Infrastructure, such as streets and lighting, was in a state of disrepair. The state of California, through its own cost cutting, would pull vital funds from the city as well.

Many of these government jobs and funds to address poverty were in the state of California’s redevelopment agencies, which the state cut as a cost-saving measure in 2010. In fact, the redevelopment agencies had failed to replace the industry lost to free-trade policies. Heavy industry, which had made the state prosperous for more than a century, could not be replaced. As many American cities have found out, light industrial jobs have to be competitive with low Chinese labor costs. The $228 million spent by the state redevelopment agency to create an international airport to attract business to San Bernardino would clearly have been better spent to keep the Kaiser plant open. The airport was nearly abandoned; and in 2012, a new proposal wanted to convert it to a business center.

Local government in San Bernardino was dysfunctional. Arguments and lawsuits crippled the decision making of the city council. By 2010, the problem was clear to all. Efforts to decrease firefighters’ wages failed as the union sued successfully under the city charter’s Section 186, which required salaries to be based on those of other California cities. Police and firefighters refused to agree to furloughs, and the council backed off, believing they would lose. The unions and others, sensing a potential bankruptcy, started a series of lawsuits to slow a move to bankruptcy. Lawsuits against the city increased 34 percent. Finally, the city hit the breaking point as an attorney moved to collect $1.4 million the city had agreed to pay the families of three men killed by police. The city filed for bankruptcy in August 2012.

The CalPERS immediately sued to block the bankruptcy; with $143 million in unfunded benefits it stood to be the biggest loser. On August 29, 2013, a year later, a judge gave San Bernardino bankruptcy protection. The judge cited the city’s inability to take the necessary steps to stave off bankruptcy in the first place. At the time many believed this would open the door to bankruptcy in as many as 150 deindustrialized cities in America. Detroit itself would soon file for bankruptcy.

See also: 2013—Detroit Bankruptcy

Further Reading

Anderson, Brian, ed. The Beholden State: California’s Lost Promise and How to Recapture it. New York: Rowman & Littlefield, 2013.

Whitney, Meredith. Fate of the States: The New Geography of American Prosperity. New York: Penguin Portfolio, 2013.

2012—Hurricane Sandy

Hurricane Sandy, which had a diameter of more than 1,000 miles, was the largest Atlantic hurricane on record. It hit New Jersey and New York, just north of Atlantic City, on October 29 and affected over 24 states. Although it was only a weak Category 2 storm, it merged with a frontal storm, and newspapers gave it nicknames of “Superstorm Sandy” and “Megastorm Sandy.” Its low barometric pressure was just one of the records it set for an Atlantic storm. Its destructive damage cost $68 billion, an amount only surpassed by Hurricane Katrina. Hurricane Sandy passed through seven countries leaving a total death toll exceeding 300; 117 of those deaths were in eight U.S. states. The low-lying areas of New York and the Jersey shore were hit with major storm damage. More than 6 million customers lost electricity in the wake of the storm. Because of the exceptional damage and deaths caused by the storm, the World Meteorological Organization officially retired the name Sandy.

Sandy attracted major media coverage as the slow-moving giant was predicted to merge with a surface low creating a superstorm. Sandy was a hybrid of a hurricane and a winter storm. Headlines used terms like “Frankenstorm” as the merger took place a few days before Halloween. The meteorological term is the “Fujiwhara effect.” On October 25, 2012, Hurricane Sandy hit Cuba and Jamaica as a Category 2 hurricane, killing 51 people. Sandy eased to a Category 1 hurricane as it approached the North American shore. As the storm approached, President Obama signed an emergency declaration on October 25 to set up necessary funds for a potential disaster. The slowness of the storm allowed for extensive media coverage and reactions such as panic buying.
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Destruction caused by Hurricane Sandy in Seaside Heights, New Jersey, October 31, 2012. President Barack Obama declared disaster in 11 states and Washington, DC, due to the storm. (AP Photo/Mike Groll)

The reaction reached the crisis point on October 28, 2012, as New York City shut down its subway and commuter rail services. The city public schools were also closed. The city’s businesses started to shut down. Airlines on the East Coast started massive flight cancellations running in the thousands. The New York Stock Exchange canceled its October 29 operations and remained down a second day after impact. Governors in New York and New Jersey mobilized the National Guard. Governors from the Carolinas to New England took emergency actions. Similarly, Washington, DC, shut down government operations. Amtrak closed down much of its East Coast operations.

On October 29, Sandy hit the coast as a Category 2 storm, but set several records. Its barometric pressure of 940 millibars was the lowest ever recorded for an Atlantic hurricane. It also broke New York Harbor’s surf record. The preparation for the storm’s landfall had been extensive, including evacuations of low coastal areas and cancellations of major events and transportation in the New York and New Jersey areas. Still, New Jersey reported 34 deaths and New York State reported 53 deaths. New Jersey and New York took the brunt of the storm as the storm surge approached 15 feet.

In New Jersey, coastal cities had five feet of water in the streets. Hoboken, a city of 50,000, was flooded and evacuated. Part of the boardwalk at Atlantic City was washed away. The state damage in New Jersey was estimated at $30 billion. At the peak, more than 2.6 million electric customers were without power, and the neighboring Philadelphia area had more than 1.2 million without power. Gasoline shortages required rationing. The cost to state businesses also ran into the billions.

In New York, large sections of Manhattan were flooded. The New York subway system sustained the worst damage in its 108-year history. The total damage to the subway system exceeded $5 billion. More than 100,000 houses on Long Island were damaged or destroyed. Housing damage in the state of New York was estimated at $9.3 billion. Ten billion gallons of raw sewage was backed up into the area’s water systems as treatment plants were flooded. Area businesses came to a standstill. It was estimated that the cost to business in the state of New York exceeded $6 billion. The two-day closure of the New York Stock Exchange was the first since the Great Blizzard of 1888. Gasoline shortages caused panic buying for two weeks after the storm. The federal government had to truck gasoline into the city and set up mobile distribution centers. On November 8, the city mandated an odd-even rationing system. Estimates for the physical damage in the State of New York were estimated at more than $40 billion.

Sandy occurred in a presidential election year, which caused much debate about the costs to the public and the government’s response to the storm. In addition, the idea of climate change was thrown into the mix. Still, private Americans pulled together with aid donations. After much debate, the federal government passed a $50.5 billion relief bill on January 28, 2013. To date, private insurance claims from the storm have passed $15 billion.

See also: 1992—Hurricane Andrew; 2005—Hurricane Katrina
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2013—Detroit Bankruptcy

In 1950, Detroit was the fifth-largest U.S. city with 1.85 million people. After the General Motors bankruptcy in 2009, only 770,000 people were left; by 2013, there were only 680,000. Those left have the lowest average literacy rate in the nation, if not in the world. Crime and drugs are so bad that police refuse to enter many of the city’s neighborhoods. In July 2013, Detroit filed for bankruptcy, crushed by the unsecured debt owed to union public employees and by its overall debt of $18 billion. Like most cities of the period of great American prosperity, Detroit’s finances became overextended because of promised wages and benefits owed to public employees.

The unions in Detroit resisted any settlement to reduce their pensions and health benefits, unlike the United Auto Workers a decade earlier. Detroit’s situation illustrates the future of many American cities that now lack the once-plentiful tax base of industry. Detroit learned the hard way that increasing the tax rate on its businesses and citizens only accelerates a city’s decline. The state of destruction in Detroit is far beyond the destruction of New Orleans after Katrina, yet the American media has given the city’s problems little coverage in comparison. America has never known the crime, devastation, lawlessness, poverty, and hopelessness that exists now in Detroit.

Detroit is a reflection of the decline of industry in America. In 1954, Detroit had the highest per capita income and the highest rate of home ownership in the United States. Now it ranks lowest. In its peak in the 1960s, Detroit had more than 290,000 manufacturing jobs, a number that has fallen below 27,000. Even in the first few years of the 2000s, the Detroit area lost another 150,000 auto jobs. In 2009, the unthinkable happened with the bankruptcy of General Motors.

Crime is now so bad in Detroit that the police barely try to deal with most of it, and police response time averages 58 minutes. Homicides hit 386 in 2012, and 90 percent of the crimes went unsolved. Gangs control most of the city. Some neighborhoods are too dangerous for even police patrols. Drug dealers find the area dangerous, too. It is more dangerous for Americans to live in Detroit than in the war zones where the United States is involved. More than 50 percent of the city’s children are classified as poor and illiterate. Less than 40 percent graduate from high school, and those that do can barely read. The infant mortality rate of 16 per 1,000 is higher than in the Dominican Republic.

More than 40 percent of the city’s street lights are broken; most have been stripped of their copper wiring for drug money. Old houses are broken up and used as firewood by the homeless. The city has halted most road and sidewalk repair. More than 30 percent of the ambulances and emergency vehicles do not run. Detroit’s crime rate is five times that of New York. Real unemployment is still around 50 percent. At least 30 percent of the buildings are vacant, and many houses sell for less than $500.

The median house price is $6,000. Often only a single house per block has a living occupant. It is hard to sleep in the downtown hotels as the night sounds of sirens and gunfire continue until daybreak. Many Michigan residents will not even drive near Detroit after sunset. City blocks have started to revert back to forest. Politicians are promoting farming in downtown Detroit. For decades Detroit residents have been retrained, using billions of tax dollars for what is now a nonexistent future. In their worst days from 1990 to 2000, the industrial bad neighborhoods of Detroit were Eden compared with today’s neighborhoods that have fallen victim to deindustrialization. Detroit pays the highest tax rates in the state and has the lowest level of public services. Several efforts over the decades had arisen to save the downtown, but without an industrial base, these efforts amounted to corporate welfare. The decline of General Motors and Chrysler soon brought an end to even this corporate welfare.

In January 2013, the governor of Michigan declared a financial emergency and took over the city’s operations to restructure its debt. At that time the debt breakdown was $9.5 billion in pension and health care costs, $6 billion in water and sewer debt, and $2 billion in bonds. The emergency financial manager managed to obtain contract concessions from the AFL-CIO, but it was too little too late. Bankruptcy became the only option as Detroit lacked the money to pay for basic services.

Without welfare support, Detroit lacks a stable income source and barely has the infrastructure necessary for people to live. Detroit has become a ward of the state of Michigan and of Washington, DC. Detroit, lacking money and with an illiterate voting population, has received little support among politicians. The city has found that the end of the deindustrialization cycle is a very lonely place. Even Washington lost interest in Detroit. The federal government surprised many by choosing to ignore aid to Detroit. People from the city continue to move to the South following the reverse of the Great Migration of the 1930s, 1940s, and 1950s.

After bankruptcy, Detroit was hit by a new increase in crime as gangs took over some of its 80,000 vacant homes. In addition, an estimated 30,000 wild dogs roam the city in packs. The great art of the Detroit Art Institute is the main asset of the once-great industrial city and is up for sale. The unions, which had negotiated one of the best pension benefits in the nation, will be lucky to get 20 to 30 cents on the dollar. The city continues to revert back to vacant fields. The people who can leave will continue to do so. The only social infrastructure left in the city is the federal welfare system. Detroit’s future as a livable city is unknown. The bigger question is how many American cities face a future like Detroit’s.

See also: 2012—San Bernardino, California, Bankruptcy
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Appendix: Primary Documents

1676—Bacon’s Declaration in the Name of the People

July 30, 1676

The Declaration of the People.


1.For haveing upon specious pretences of publiqe works raised greate unjust taxes upon the Comonality for the advancement of private favorites and other sinister ends, but noe visible effects in any measure adequate, For not haveing dureing this long time of his Gouvernement in any measure advanced this hopefull Colony either by fortificacons Townes or Trade.

2.For haveing abused and rendred contemptable the Magistrates of Justice, by advanceing to places of Judicature, scandalous and Ignorant favorites.

3.For haveing wronged his Majesties prerogative and interest, by assumeing Monopoly of the Beaver trade, and for haveing in that unjust gaine betrayed and sold his Majesties Country and the lives of his loyall subjects, to the barbarous heathen.

4.For haveing, protected, favoured, and Imboldned the Indians against his Majesties loyall subjects, never contriveing, requireing, or appointing any due or proper meanes of sattisfaction for theire many Invasions, robbories, and murthers comitted upon us.

5.For haveing when the Army of English, was just upon the track of those Indians, who now in all places burne, spoyle, murther and when we might with ease have distroyed them: who then were in open hostillity, for then haveing expressly countermanded, and sent back our Army, by passing his word for the peaceable demeanour of the said Indians, who imediately prosecuted theire evill intentions, comitting horred murthers and robberies in all places, being protected by the said ingagement and word past of him the said Sir William Berkeley, haveing ruined and laid desolate a greate part of his Majesties Country, and have now drawne themselves into such obscure and remote places, and are by theire success soe imboldned and confirmed, by theire confederacy soe strengthned that the cryes of blood are in all places, and the terror, and constimation of the people soe greate, are now become, not onely a difficult, but a very formidable enimy, who might att first with ease have beene distroyed.

6.And lately when upon the loud outcryes of blood the Assembly had with all care raised and framed an Army for the preventing of further mischeife and safeguard of this his Majesties Colony.

7.For haveing with onely the privacy of some few favorites, without acquainting the people, onely by the alteracon of a figure, forged a Comission, by we know not what hand, not onely without, but even against the consent of the people, for the raiseing and effecting civill warr and distruction, which being happily and without blood shed prevented, for haveing the second time attempted the same, thereby calling downe our forces from the defence of the fronteeres and most weekely expoased places.

8.For the prevencon of civill mischeife and ruin amongst ourselves, whilst the barbarous enimy in all places did invade, murther and spoyle us, his majesties most faithfull subjects.



Of this and the aforesaid Articles we accuse Sir William Berkeley as guilty of each and every one of the same, and as one who hath traiterously attempted, violated and Injured his Majesties interest here, by a loss of a greate part of this his Colony and many of his faithfull loyall subjects, by him betrayed and in a barbarous and shamefull manner expoased to the Incursions and murther of the heathen, And we doe further declare these the ensueing persons in this list, to have beene his wicked and pernicious councellours Confederates, aiders, and assisters against the Comonality in these our Civill comotions.








	Sir Henry Chichley

	William Claiburne Junior




	Lieut. Coll. Christopher

	Thomas Hawkins




	Wormeley

	William Sherwood




	Phillip Ludwell

	John Page Clerke




	Robert Beverley

	John Cluffe Clerke




	Richard Lee

	John West




	Thomas Ballard

	Hubert Farrell




	William Cole

	Thomas Reade




	Richard Whitacre

	Matthew Kempe




	Nicholas Spencer

	




	Joseph Bridger

	






And we doe further demand that the said Sir William Berkeley with all the persons in this list be forthwith delivered up or surrender themselves within fower days after the notice hereof, Or otherwise we declare as followeth.

That in whatsoever place, howse, or ship, any of the said persons shall reside, be hidd, or protected, we declaire the owners, Masters or Inhabitants of the said places, to be confederates and trayters to the people and the estates of them is alsoe of all the aforesaid persons to be confiscated, and this we the Comons of Virginia doe declare, desiering a firme union amongst our selves that we may joyntly and with one accord defend our selves against the common Enimy, and lett not the faults of the guilty be the reproach of the inocent, or the faults or crimes of the oppressours devide and separate us who have suffered by theire oppressions.

These are therefore in his majesties name to command you forthwith to seize the persons above mentioned as Trayters to the King and Country and them to bring to Midle plantacon, and there to secure them untill further order, and in case of opposition, if you want any further assistance you are forthwith to demand itt in the name of the people in all the Counties of Virginia.



Nathaniel Bacon



Source: Collections of the Massachusetts Historical Society. 4th Series, vol 9. Boston: Massachusetts Historical Society, 1871.

Ca. 1750—Petition to Parliament on Repeal of the Iron Prohibition Act of 1750

It was never thought the Interest of England to encourage the Colonies to Manufacture any Thing that was Manufactured in England; and the Iron Manufacture is the second in the Kingdom, which maintains at least 200,000 People; and, if lost, those People must be an heavy Burthen to their Parishes, particularly in the counties of Worcester, Stafford, Warwick, Salop, Lancaster, York, great Part of Wales, and other Places, and consider ably lessen the Value of the Land and Rents in those counties.



Should Encouragement be given to the Colonies, especially to Virginia, ’twould not encourage our Navigation; for there’s no Ship that comes from thence, but will bring a considerable Quantity of Iron, and her full Quantity of Tobacco also; and therefore not employ many more Ships in the Virginia Trade. And the Making of Iron in any other Parts of America, will occasion a larger Fleet to convoy the Ships from thence than from Sweden, should we have a War with any Nation whatever.



There is no Iron yet known proper for Steel made here, but the best Swedish; and the Steel Manufacture is very advantageous to England, at least Fifty per cent in Manufacturing.



There are Collieries in New England, and the Smiths there buy Coals as cheap as a Smith in London; and by that and other Advantages, the People of New England did Manufacture considerably; which being laid before the Honourable the House of Commons, they took off the Drawback from unmanufactured Iron and Steel Exported to America in the year 1711, being the Ninth of Queen Anne.



The Encouraging the Making of Iron in America, will put them upon Manufacturing, and they will supply them selves first, and all the Colonies; so that the Manufacturers here must starve. America cannot supply England with any Iron for many Years; and the Want of Iron is already sufficiently known to all Traders, Handicrafts, Husband men, Shipwrights, Merchants, and others.



The Americans have the Advantage of 5l. per Tun and upwards, in Making of Iron in their Wood, and Oar, more than the English have; which will over and above pay the great Wages in America, and the Freight to England.



When there was an open Trade with Sweden, the Swedish Iron Imported into England paid annually 40,000l. Custom, which will be so much Loss to the Revenue if the Americans Import Iron free, and much more if a Bounty be given them, could they supply us.



Source: The Miscellaneous Documents of the Senate of the United States, for the second session of the 52nd Congress, 1892–1893. Mis. Doc. No. 57: Annual Report of the American Historical Association for the Year 1892. Washington, DC: Government Printing Office, 1893, 64–65.

1764—Boston Merchants’ Appeals to Repeal the Sugar Act

… But if our trade is to be curtail’d in its most profitable branches [sugar/molasses], and burdens beyond all possible bearing laid upon that which is suffer’d [permitted] to remain, we shall be so far from being to take off [trade in] the manufactures of Great Britain that it will be scarce possible for us to earn our bread.—But what still heightens our apprehensions is that these unexpected proceedings [of Parliament] may be preparatory to new taxations upon us: For if our trade may be taxed, why not our lands? Why not the produce of our lands and everything we possess or make use of? This we apprehend annihilates our charter right to govern and tax ourselves.—It strikes at our British privileges which, as we have never forfeited them, we hold in common with our fellow subjects who are natives of Britain. If taxes are laid upon us in any shape without our having a legal representation where they are made, are we not reduc’d from the character of free Subjects to the miserable state of tributary slaves?



Source: Boston Merchants, Recommendations to representatives in the Massachusetts General Assembly, published in The Boston News-Letter and New-England Chronicle, May 31, 1764.



First, It is apprehended that the trade is so far from being able to bear the high duty [tax] imposed by this act on sugar and molasses that it will not bear any duty at all … And if an end should be put to our trade to the foreign islands, Great Britain would finally lose much more than would be gained by the duty on sugar… .

Secondly, The loss of the trade to the foreign islands, on which great part of our other trade depends, must deeply affect all the northern colonies, greatly hurt the fishery at Newfoundland, and entirely destroy that of this province, as our own islands [the British sugar-producing islands in the West Indies] are not capable of taking off [purchasing] above one third of our West India cod fish, or one quarter of the mackerel, shad, alewives, and other small fish exported from hence… .

Thirdly, A prohibition of the trade to the foreign islands will greatly promote the French fishery [in the Grand Banks off Newfoundland] … their establishing such a fishery will be very prejudicial [harmful] to Great Britain, as great numbers of our fishermen, having no employ at home will be induced to enter into the French service where they will have all possible encouragement given them… .

Fifthly, The destruction of the fishery will be very prejudicial to the trade of Great Britain by lessening the demand for her manufactures….

Sixthly, The destruction of the fishery will not only lessen the importation of goods from Great Britain but must greatly prejudice the whole trade of these colonies. The trade to the foreign islands is become very considerate. Surinam and the other Dutch settlements are wholly supply’d with provisions, fish, lumber, horses, onions, and other articles exported from the northern colonies, for which we receive molasses in return. This is distilled into rum, for the fishery and to export to the southern colonies for naval stores [turpentine, tar, and pitch for shipbuilding], which we send to Great Britain, and for grain, and to Africa to purchase slaves for our own Islands in the West Indies….

Eighthly, The sugar act, if put into execution, will greatly affect the king’s revenue by lessening the importation of rum and sugar into Great Britain…. The duty paid upon rum, it is said, amounts to upwards of £50,000 sterling per annum [yearly]. This will be wholly lost to the Crown, as the northern colonies will take all the rum our islands can make; consequently none can be ship’d to Great Britain.



Source: Boston Merchants, Society for Encouraging Trade and Commerce, “State of Trade,” published as Reasons Against the Renewal of the Sugar Act, As It Will Be Prejudicial to the Trade, Not Only of the Northern Colonies, but to That of Great Britain Also, 1764 (to be delivered by colonial agents to British officials in England). Compiled by the National Humanities Center. Colonial Response to the Sugar Act & Currency Act, 1764. Available online at http://americainclass.org/sources/makingrevolution/crisis/text2/sugaractresponse1764.pdf.

1790—Hamilton’s Report on Manufactures

The Secretary of the Treasury, in obedience to the order of the House of Representatives of the 15th day of January, 1790, has applied his attention at as early a period as his other duties would permit to the subject of Manufactures; and particularly to the means of promoting such as will tend to render the United States independent on foreign nations for military and other essential supplies.

… It ought readily to be conceded that the cultivation of the earth—as the immediate and chief source of subsistence of man—as the principal source of those materials which constitute the nutriment of other kinds of labor— as including a state most favorable to the freedom and independence of the human mind—one, perhaps, most conducive to the multiplication of the human species—has intrinsically a strong claim to pre-eminence over every other kind of industry.

But, that it has a title to anything like an exclusive predilection, in any country, ought to be admitted with great caution. That it is even more productive than every other branch of industry requires more evidence than has yet been given in support of the position. That its real interests, precious and important as without the help of exaggeration, they truly are, will be advanced, rather than injured, by the due encouragement of manufactures, may, it is believed, be satisfactorily demonstrated. And it is also believed that the expediency of such encouragement in a general view may be shown to be recommended by the most cogent and persuasive motives of national policy….

… Manufacturing establishments not only occasion a positive augmentation of the produce and revenue of the society, … they contribute essentially to rendering them greater than they could possibly be, without such establishments. These circumstances are—


1.The division of labor.

2.An extension of the use of machinery.

3.Additional employment to classes of the community not ordinarily engaged in the business.

4.The promoting of emigration from foreign countries.

5.The furnishing greater scope for the diversity of talents and dispositions which discriminate men from each other.

6.The affording a more ample and various field for enterprise.

7.The creating in some instances a new, and securing in all, a more certain and steady demand for the surplus produce of the soil.



Each of these circumstances has a considerable influence upon the total mass of industrious effort in a community….



I. As to the Division of Labor.



It has justly been observed that there is scarcely anything of greater moment in the economy of a nation than the proper division of labor. The separation of occupations causes each to be carried to a much greater perfection than it could possibly acquire if they were blended…. This arises principally from three circumstances.



1st— The greater skill and dexterity naturally resulting from a constant and undivided application to a single object….



2nd— The economy of time—by avoiding the loss of it incident to a frequent transition from one operation to another of a different nature….



3rd— An extension of the use of machinery….



II. As to an extension of the use of machinery, a point which though partly anticipated requires to be placed in one or two additional lights….

It shall be taken for granted, and the truth of the position referred to observation, that manufacturing pursuits are susceptible in a greater degree of the application of machinery than those of agriculture. If so, all the difference is lost to a community which, instead of manufacturing for itself, procures the fabrics requisite to its supply from other countries. The substitution of foreign for domestic manufactures is a transfer to foreign nations of the advantages accruing from the employment of machinery, in the modes in which it is capable of being employed, with most utility and to the greatest extent.

The cotton mill, invented in England within the last twenty years, is a signal illustration of the general proposition which has been just advanced. In consequence of it, all the different processes for spinning cotton are performed by means of machines, which are put in motion by water and attended chiefly by women and children; and by a smaller number of persons, in the whole, than are requisite in the ordinary mode of spinning. And it is an advantage of great moment that the operations of this mill continue with convenience during the night as well as through the day. The prodigious effect of such a machine is easily conceived. To this invention is to be attributed essentially the immense progress which has been so suddenly made in Great Britain in the various fabrics of cotton.



III. As to the additional employment of classes of the community not ordinarily engaged in the particular business.

This is not among the least valuable of the means by which manufacturing institutions contribute to augment the general stock of industry and production. In places where those institutions prevail, besides the persons regularly engaged in them, they afford occasional and extra employment to industrious individuals and families who are willing to devote the leisure resulting from the intermissions of their ordinary pursuits to collateral labors as a resource of multiplying their acquisitions or enjoyments.

The husbandman himself experiences a new source of profit and support from the encreased industry of his wife and daughters, invited and stimulated by the demands of the neighboring manufactories.

Besides this advantage of occasional employment to classes having different occupations, there is another of a nature allied to it and of a similar tendency. This is—the employment of persons who would otherwise be idle (and in many cases a burthen on the community), either from the bias of temper, habit, infirmity or body, or some other cause, indisposing or disqualifying them for the toils of the country. It is worthy of particular remark that, in general, women and children are rendered more useful, and the latter more early useful, by manufacturing establishments than they would otherwise be. Of the number of persons employed in the cotton manufactories of Great Britain, it is computed that 4/7 nearly are women and children, of whom the greatest proportion are children and many of them of a very tender age….

IV. As to the promoting of emigration from foreign countries. Men reluctantly quit one course of occupation and livelihood for another, unless invited to it by very apparent and proximate advantages. Many who would go from one country to another, if they had a prospect of continuing with more benefit the callings to which they have been educated, will often not be tempted to change their situation, by the hope of doing better, in some other way. Manufacturers who, listening to the powerful invitations of a better price for their fabrics, or their labor, of greater cheapness of provisions and raw materials, of an exemption from the chief part of the taxes, burthens and restraints which they endure in the old world, of greater personal independence and consequence under the operation of a more equal government, and of what is far more precious than mere religious toleration—a perfect equality of religious privileges—would probably flock from Europe to the United States to pursue their own trades or professions if they were once made sensible of the advantages they would enjoy, and were inspired with an assurance of encouragement and employment, will with difficulty be induced to transplant themselves with a view to becoming cultivators of land….



V. As to the furnishing greater scope for the diversity of talents and dispositions which discriminate men from each other.

…It is a just observation that minds of the strongest and most active powers for their proper objects fall below mediocrity and labor without effect if confined to uncongenial pursuits. And it is thence to be inferred that the results of human exertion may be immensely increased by diversifying its objects. When all the different kinds of industry obtain in a community, each individual can find his proper element and can call into activity the whole vigor of his nature. And the community is benefited by the services of its respective members in the manner in which each can serve it with most effect….



VI. As to the affording a more ample and various field for enterprise.

…To cherish and stimulate the activity of the human mind by multiplying the objects of enterprise is not among the least considerable of the expedients by which the wealth of a nation may be promoted. Even things in themselves not positively advantageous sometimes become so by their tendency to provoke exertion. Every new scene which is opened to the busy nature of man to rouse and exert itself is the addition of a new energy to the general stock of effort….



VII. As to the creating, in some instances, a new, and securing in all, a more certain and steady demand for the surplus produce of the soil.

This is among the most important of the circumstances which have been indicated. It is a principal mean by which the establishment of manufactures contributes to an augmentation of the produce or revenue of a country, and has an immediate and direct relation to the prosperity of agriculture.

It is evident that the exertions of the husbandman will be steady or fluctuating, vigorous or feeble, in proportion to the steadiness or fluctuation, adequateness, or inadequateness of the markets on which he must depend for the vent of the surplus which may be produced by his labor; and that such surplus in the ordinary course of things will be greater or less in the same proportion.

For the purpose of this vent, a domestic market is greatly to be preferred to a foreign one, because it is, in the nature of things, far more to be relied upon….

…the foreign demand for the products of agricultural countries is, in a great degree, rather casual and occasional than certain or constant….

To secure such a market, there is no other expedient than to promote manufacturing establishments. Manufacturers, who constitute the most numerous class after the cultivators of land, are for that reason the principal consumers of the surplus of their labor.

This idea of an extensive domestic market for the surplus produce of the soil is of the first consequence. It is of all things that which most effectually conduces to a flourishing state of agriculture. If the effect of manufactories should be to detach a portion of the hands which would otherwise be engaged in tillage, it might possibly cause a smaller quantity of lands to be under cultivation, but by their tendency to procure a more certain demand for the surplus produce of the soil, they would, at the same time, cause the lands which were in cultivation to be better improved and more productive. And while, by their influence, the condition of each individual farmer would be meliorated, the total mass of agricultural production would probably be increased. For this must evidently depend as much, if not more, upon the degree of improvement than upon the number of acres under culture.

It merits particular observation that the multiplication of manufactories not only furnishes a market for those articles which have been accustomed to be produced in abundance in a country, but it likewise creates a demand for such as were either unknown or produced in inconsiderable quantities. The bowels as well as the surface of the earth are ransacked for articles which were before neglected. Animals, plants and minerals acquire a utility and value which were before unexplored….



VIII. Previously to a further discussion of the objections to the encouragement of manufactures which have been stated, it will be of use to see what can be said in reference to the particular situation of the United States against the conclusions appearing to result from what has been already offered….

If the system of perfect liberty to industry and commerce were the prevailing system of nations, the arguments which dissuade a country in the predicament of the United States from the zealous pursuits of manufactures would doubtless have great force. It will not be affirmed that they might not be permitted, with few exceptions, to serve as a rule of national conduct. In such a state of things, each country would have the full benefit of its peculiar advantages to compensate for its deficiencies or disadvantages. If one nation were in condition to supply manufactured articles on better terms than another, that other might find an abundant indemnification in a superior capacity to furnish the produce of the soil. And a free exchange, mutually beneficial, of the commodities which each was able to supply on the best terms, might be carried on between them, supporting in full vigor the industry of each. And though the circumstances which have been mentioned and others which will be unfolded hereafter render it probable that nations merely agricultural would not enjoy the same degree of opulence, in proportion to their numbers, as those which united manufactures with agriculture, yet the progressive improvement of the lands of the former might, in the end, atone for an inferior degree of opulence in the mean time; and in a case in which opposite considerations are pretty equally balanced, the option ought perhaps always to be in favor of leaving industry to its own direction.

But the system which has been mentioned is far from characterizing the general policy of nations. The prevalent one has been regulated by an opposite spirit.

The consequence of it is that the United States are to a certain extent in the situation of a country precluded from foreign commerce. They can, indeed, without difficulty obtain from abroad the manufactured supplies of which they are in want; but they experience numerous and very injurious impediments to the emission and vent of their own commodities. Nor is this the case in reference to a single foreign nation only. The regulations of several countries with which we have the most extensive intercourse throw serious obstructions in the way of the principal staples of the United States.

In such a position of things, the United States cannot exchange with Europe on equal terms; and the want of reciprocity would render them the victim of a system which should induce them to confine their views to agriculture and refrain from manufactures. A constant and encreasing necessity on their part for the commodities of Europe, and only a partial and occasional demand for their own in return, could not but expose them to a state of impoverishment, compared with the opulence to which their political and natural advantages authorise them to aspire….

Whatever room there may be for an expectation that the industry of a people, under the direction of private interest, will upon equal terms find out the most beneficial employment for itself, there is none for a reliance that it will struggle against the force of unequal terms, or will of itself surmount all the adventitious barriers to a successful competition which may have been erected either by the advantages naturally acquired from practice and previous possession of the ground, or by those which may have sprung from positive regulations and an artificial policy….

One more point of view only remains in which to consider the expediency of encouraging manufactures in the United States.

It is not uncommon to meet with an opinion that though the promoting of manufactures may be the interest of a part of the Union, it is contrary to that of another part. The Northern & Southern regions are sometimes represented as having adverse interests in this respect. Those are called manufacturing, these agricultural states; and a species of opposition is imagined to subsist between the manufacturing and agricultural interests.

This idea of an opposition between those two interests is the common error of the early periods of every country, but experience gradually dissipates it. Indeed they are perceived so often to succor and to befriend each other that they come at length to be considered as one: a supposition which has been frequently abused and is not universally true. Particular encouragements of particular manufactures may be of a nature to sacrifice the interests of landholders to those of manufacturers, but it is nevertheless a maxim well established by experience, and generally acknowledged, where there has been sufficient experience, that the aggregate prosperity of manufactures and the aggregate prosperity of agriculture are intimately connected. In the course of the discussion which has [taken] place, various weighty considerations have been adduced operating in support of that maxim. Perhaps the superior steadiness of the demand of a domestic market for the surplus produce of the soil is alone a convincing argument of its truth.

Ideas of a contrariety of interest between the Northern and Southern regions of the Union are in the main as unfounded as they are mischievous. The diversity of circumstances on which such contrariety is usually predicated authorises a directly contrary conclusion. Mutual wants constitute one of the strongest links of political connection, and the extent of these bears a natural proportion to the diversity in the means of mutual supply.

Suggestions of an opposite complexion are ever to be deplored, as unfriendly to the steady pursuit of one great common cause, and to the perfect harmony of all the parts….

To constitute a fund for the operations of a Board, to be established, for promoting Arts, Agriculture, Manufactures and Commerce… Let a certain annual sum, be set apart, and placed under the management of Commissioners, not less than three, to consist of certain Officers of the Government and their Successors in Office.



Source: Hamilton, Alexander. Report on Manufactures, December 5, 1791. Annals of Congress, 2nd Congress, 1st session, 971-1034.

1807—Embargo Act

EMBARGO.



Agreeably to the notice given yesterday; Mr. SMITH, of Maryland. asked and obtained leave to bring in a bill in addition to the act, entitled “An act laying an, embargo on all ships and vessels in the ports and harbors of the United States,” and the several acts supplementary thereto, and for other purposes; and the bill was read; and ordered to the second reading. The bill is as follows:



Be it enacted, by the Senate and House of Representatives of the United States of America, in Congress assembled, That during the continuance of the, act laying an embargo on all ships and vessels in the ports and harbors of the United States, no vessels of any description whatever, and wherever bound, whose employment is confined to the navigation of bays, sounds, rivers, and lakes, within the jurisdiction of the United States, (packets, ferry-boats, and vessels, exempted from the obligation of giving any bond whatever, only excepted,) shall be allowed, to depart from any port of the United States without having previously obtained a clearance, nor until the master or commander shall have delivered to the collector or surveyor of the port of departure, a manifest of the whole cargo on board, including articles of domestic growth or manufacture, as well as foreign merchandise. And it shall also be the duty of the owners agents, or factors of every such vessel to produce within one month thereafter, to the collector of the district from which the vessel departed, a certificate of the landing of the whole of such cargo in a port of the United Staten, within the bay, sound, rivers, or lakes, to which the navigation of such vessel is confined, signed by the collector or surveyor, of the port, where the cargo shall have been landed.



Sec. 2. And be it farther enacted, That if any vessel described in the next preceding section, shall depart from a port of the United States without a clearance, or before the manifest of the cargo shall have been delivered to the collector or surveyor, in the manner therein prohibited, or if a certificate of the landing of the cargo shall not be produced within the time and in the manner therein provided; such vessel and cargo shall be forfeited, and the owner or owners, consignee, agent, factors, freighters, master or skipper of such vessel, shall respectively forfeit and pay a sum not exceeding thousand dollars, nor less than thousand dollars: Provided always, That nothing herein contained shall be construed to bar or prevent the recovery of the penalty on the bond given for each vessel.

Sec. 3. And be it further enacted, That (luring the continuance of the act, laying an embargo on all ships and vessels in the ports and harbors of the United States, and of the several acts supplementary thereto, it shall be the duty of the master or person having charge or command of any vessel, flat, or boat, intended to that part of the river Mississippi, which lies between the southern boundary of the Mississippi Territory, and the river Iberville, if going down the said river, to stop at Fort Adams, and if going up the river, to stop at Iberville, and at each place, as the case maybe, to deliver to an inspector of the revenue, to be stationed there for that purpose, a manifest of the whole cargo on board, and also to produce within two months thereafter to the same officer, a certificate of the landing of the same in some port of the District of Mississippi, and within the jurisdiction of the United States; which certificate shall be signed by the collector or one of the surveyors of the District of Mississippi, or if the cargo shall be landed more than thirty miles from the place of residence of any such officer, by a State Or Territorial judge, having jurisdiction, at the place of such landing.



Sec. 4. And be it further enacted, That if any vessel, flat, or boat, shall enter that part of the river Mississippi, as prescribed in the next preceding section, without stopping and delivering a manifest in the manner therein provided, or if a certificate of the landing of the cargo, shall not be produced within the time and in the manner therein provided, such vessel, flat, or boat, and cargo, shall be forfeited, and the owner or owners, consignee, agent, factors, freighters, master, or skipper, of any such vessel, flat, or boat, shall respectively forfeit and pay a sum not exceeding - dollars, nor less than - dollars.



Sec. 5. And be it further enacted, That no ship or vessel, having any cargo whatever on board, shall, during the continuance of the act laying an embargo on all ships and vessels in the ports and harbors of the United States, be allowed to depart from any port of the United States for any other port or district of the United States, adjacent to the territories, colonies, or provinces of a foreign nation: nor shall any clearance be furnished to any ship or vessel bound as aforesaid, without special permission of the President of the United States: And if any ship or vessel shall, contrary to the provisions of that act, proceed to any port or district adjacent to the territories, colonies, or provinces of a foreign nation, such ship or vessel, with her cargo, shall be wholly forfeited; and if the same shall not be seized, the owner or owners, agents, factors, and freighters of such ship or vessel, shall for every such offence forfeit and pay - and the master of such ship or vessel, as well as all other persons who shall knowingly be concerned in such prohibited voyages, shall each respectively forfeit and pay for every such offence, whether the vessel be seized or not.

Sec. 6. And be it further enacted, That the commanders of the public armed vessels, and gunboats of the United States, shall, as well as commanders or masters of the revenue cutter’s and revenue boats; be authorized, and they are hereby authorized, to stop slid examine any vessel, flat, or boat, either on the high seas or within the jurisdiction of the United States, which there. may be reason to suspect to be engaged in any traffic or commerce, or in the transportation of merchandise of either domestic or foreign growth or manufacture, contrary to the provisions of this act, or of the act laying an embargo on all ships and vessels in the ports and harbors of tile United States, or of any of the acts supplementary thereto; and if upon examination it shall appear that such vessel, flat, or boat, is thus engaged, it shall be the duty of the commander to seize every such vessel, flat, or boat, and to send the same to the nearest port of the United l States for trial.



Sec. 7. And be it further enacted, That the Comptroller of the Treasury be, and he is hereby authorized to remit the duty accruing on the importation of goods of domestic produce, or which being of foreign produce, had been exported without receiving a drawback, which may have been or may be re-imported in vessels owned by citizens of the United States, and which having sailed subsequent to the first day of October last, and prior to the twenty-second day of December last, may be or have been stopped on the high seas by foreign armed vessels, and by reason thereof have returned, or may Hereafter return into the United States, without having touched at any foreign port or place. And the said Comptroller is likewise authorized to direct the exportation bonds given for foreign merchandise exported with privilege of drawback, in such vessel, and re-exported in the same, in the manner aforesaid, to lie cancelled, the duties on such re-importation being previously paid. and on such other conditions and restrictions as may be necessary for the safety of the revenue.



Sec. 8. And be it further enacted, That during the continuance of the act laying an embargo on all ships and vessels in the ports and harbors of the United States, no foreign ship or vessel shall go from one port in the United States to another; and should any foreign ship or vessel, contrary to this section, go from one port of the United States to another the vessel with leer cargo shall be wholly forfeited, and the owner or owners, agent, factors, freighters, and master of such ship or vessel, shall forfeit and pay a sum not exceeding ----- dollars, nor less than --dollars.



Let these Commissioners be empowered to apply the fund confided to them—to defray the expences of the emigration of Artists, and Manufacturers in particular branches of extraordinary importance—to induce the prosecution and introduction of useful discoveries, inventions and improvements, by proportionate rewards, judiciously held out and applied—to encourage by premiums both honorable and lucrative the exertions of individuals, And of classes, in relation to the several objects, they are charged with promoting — and to afford such other aids to those objects, as may be generally designated by law…



In countries where there is great private wealth much may be effected by the voluntary contributions of patriotic individuals, but in a community situated like that of the United States, the public purse must supply the deficiency of private resource. In what can it be so useful as in prompting and improving the efforts of industry?



Source: United States Statutes at Large. Vol. II. Edited by Richard Peters. Boston: Charles C. Little and James Brown, 1845, 451–453.

1819—Transcript of McCulloch v. Maryland

Chief Justice Marshall delivered the opinion of the Court.



In the case now to be determined, the defendant, a sovereign State, denies the obligation of a law enacted by the legislature of the Union, and the plaintiff, on his part, contests the validity of an act which has been passed by the legislature of that State. The constitution of our country, in its most interesting and vital parts, is to be considered; the conflicting powers of the government of the Union and of its members, as marked in that constitution, are to be discussed; and an opinion given, which may essentially influence the great operations of the government. No tribunal can approach such a question without a deep sense of its importance, and of the awful responsibility involved in its decision. But it must be decided peacefully, or remain a source of hostile legislation, perhaps of hostility of a still more serious nature; and if it is to be so decided, by this tribunal alone can the decision be made. On the Supreme Court of the United States has the constitution of our country devolved this important duty.



The first question made in the cause is, has Congress power to incorporate a bank?



It has been truly said that this can scarcely be considered as an open question, entirely unprejudiced by the former proceedings of the nation respecting it. The principle now contested was introduced at a very early period of our history, has been recognized by many successive legislatures, and has been acted upon by the judicial department, in cases of peculiar delicacy, as a law of undoubted obligation….

The power now contested was exercised by the first Congress elected under the present constitution. The bill for incorporating the bank of the United States did not steal upon an unsuspecting legislature, and pass unobserved. Its principle was completely understood, and was opposed with equal zeal and ability. After being resisted, first in the fair and open field of debate, and afterwards in the executive cabinet, with as much persevering talent as any measure has ever experienced, and being supported by arguments which convinced minds as pure and as intelligent as this country can boast, it became a law. The original act was permitted to expire; but a short experience of the embarrassments to which the refusal to revive it exposed the government, convinced those who were most prejudiced against the measure of its necessity, and induced the passage of the present law. It would require no ordinary share of intrepidity to assert that a measure adopted under these circumstances was a bold and plain usurpation, to which the constitution gave no countenance.

These observations belong to the cause; but they are not made under the impression that, were the question entirely new, the law would be found irreconcilable with the constitution.

In discussing this question, the counsel for the State of Maryland have deemed it of some importance, in the construction of the constitution, to consider that instrument not as emanating from the people, but as the act of sovereign and independent States. The powers of the general government, it has been said, are delegated by the States, who alone are truly sovereign; and must be exercised in subordination to the States, who alone possess supreme dominion.

It would be difficult to sustain this proposition. The Convention which framed the constitution was indeed elected by the State legislatures. But the instrument, when it came from their hands, was a mere proposal, without obligation, or pretensions to it. It was reported to the then existing Congress of the United States, with a request that it might “be submitted to a convention of delegates, chosen in each State by the people thereof, under the recommendation of its legislature, for their assent and ratification.” This mode of proceeding was adopted; and by the convention, by Congress, and by the State legislatures, the instrument was submitted to the people. They acted upon it in the only manner in which they can act safely, effectively, and wisely, on such a subject, by assembling in convention. It is true, they assembled in their several States—and where else should they have assembled? No political dreamer was ever wild enough to think of breaking down the lines which separate the States, and of compounding the American people into one common mass. Of consequence, when they act, they act in their States. But the measures they adopt do not, on that account, cease to be the measures of the people themselves, or become the measures of the State governments.

From these conventions the constitution derives its whole authority. The government proceeds directly from the people; is “ordained and established” in the name of the people; and is declared to be ordained, “in order to form a more perfect union, establish justice, ensure domestic tranquility, and secure the blessings of liberty to themselves and to their posterity.” The assent of the States, in their sovereign capacity, is implied in calling a convention, and thus submitting that instrument to the people. But the people were at perfect liberty to accept or reject it; and their act was final. It required not the affirmance, and could not be negatived, by the State governments. The constitution, when thus adopted, was of complete obligation, and bound the State sovereignties….of this fact on the case), is, emphatically, and truly, a government of the people. In form and in substance it emanates from them. Its powers are granted by them, and are to be exercised directly on them, and for their benefit.

This government is acknowledged by all to be one of enumerated powers. The principle, that it can exercise only the powers granted to it, [is] now universally admitted. But the question respecting the extent of the powers actually granted, is perpetually arising, and will probably continue to arise, as long as our system shall exist….

Among the enumerated powers, we do not find that of establishing a bank or creating a corporation. But there is no phrase in the instrument which, like the articles of confederation, excludes incidental or implied powers; and which requires that everything granted shall be expressly and minutely described. Even the 10th amendment, which was framed for the purpose of quieting the excessive jealousies which had been excited, omits the word “expressly,” and declares only that the powers “not delegated to the United States, nor prohibited to the States, are reserved to the States or to the people”; thus leaving the question, whether the particular power which may become the subject of contest has been delegated to the one government, or prohibited to the other, to depend on a fair construction of the whole instrument. The men who drew and adopted this amendment had experienced the embarrassments resulting from the insertion of this word in the articles of confederation, and probably omitted it to avoid those embarrassments. A constitution, to contain an accurate detail of all the subdivisions of which its great powers will admit, and of all the means by which they may be carried into execution, would partake of the prolixity of a legal code, and could scarcely be embraced by the human mind. It would probably never be understood by the public. Its nature, therefore, requires, that only its great outlines should be marked, its important objects designated, and the minor ingredients which compose those objects be deduced from the nature of the objects themselves. That this idea was entertained by the framers of the American constitution, is not only to be inferred from the nature of the instrument, but from the language. Why else were some of the limitations, found in the ninth section of the 1st article, introduced? It is also, in some degree, warranted by their having omitted to use any restrictive term which might prevent its receiving a fair and just interpretation. In considering this question, then, we must never forget that it is a constitution we are expounding.

Although, among the enumerated powers of government, we do not find the word “bank,” or “incorporation,” we find the great powers to lay and collect taxes; to borrow money; to regulate commerce; to declare and conduct a war; and to raise and support armies and navies. The sword and the purse, all the external relations, and no inconsiderable portion of the industry of the nation, are entrusted to its government. It can never be pretended that these vast powers draw after them others of inferior importance, merely because they are inferior. Such an idea can never be advanced. But it may with great reason be contended, that a government, entrusted with such ample powers, on the due execution of which the happiness and prosperity of the nation so vitally depends, must also be entrusted with ample means for their execution. The power being given, it is the interest of the nation to facilitate its execution. It can never be their interest, and cannot be presumed to have been their intention, to clog and embarrass its execution by withholding the most appropriate means … require it) which would impute to the framers of that instrument, when granting these powers for the public good, the intention of impeding their exercise by withholding a choice of means? If, indeed, such be the mandate of the constitution, we have only to obey; but that instrument does not profess to enumerate the means by which the powers it confers may be executed; nor does it prohibit the creation of a corporation, if the existence of such a being be essential to the beneficial exercise of those powers. It is, then, the subject of fair inquiry, how far such means may be employed.

It is not denied, that the powers given to the government imply the ordinary means of execution. That, for example, of raising revenue, and applying it to national purposes, is admitted to imply the power of conveying money from place to place, as the exigencies of the nation may require, and of employing the usual means of conveyance. But it is denied that the government has its choice of means; or, that it may employ the most convenient means, if, to employ them, it be necessary to erect a corporation….

The government which has a right to do an act, and has imposed on it the duty of performing that act, must, according to the dictates of reason, be allowed to select the means; and those who contend that it may not select any appropriate means, that one particular mode of effecting the object is excepted, take upon themselves the burden of establishing that exception…. The power of creating a corporation, though appertaining to sovereignty, is not like the power of making war, or levying taxes, or of regulating commerce, a great substantive and independent power, which cannot be implied as incidental to other powers, or used as a means of executing them. It is never the end for which other powers are exercised, but a means by which other objects are accomplished…. The power of creating a corporation is never used for its own sake, but for the purpose of effecting something else. No sufficient reason is, therefore, perceived, why it may not pass as incidental to those powers which are expressly given, if it be a direct mode of executing them.

But the constitution of the United States has not left the right of Congress to employ the necessary means, for the execution of the powers conferred on the government, to general reasoning. To its enumeration of powers is added that of making “all laws which shall be necessary and proper for carrying into execution the foregoing powers, and all other powers vested by this constitution, in the government of the United States, or in any department thereof.”

The counsel for the State of Maryland have urged various arguments, to prove that this clause, though in terms a grant of power, is not so in effect; but is really restrictive of the general right, which might otherwise be implied, of selecting means for executing the enumerated powers….

Almost all compositions contain words, which, taken in their rigorous sense, would convey a meaning different from that which is obviously intended. It is essential to just construction, that many words which import something excessive should be understood in a more mitigated sense — in that sense which common usage justifies. The word “necessary” is of this description. It has not a fixed character peculiar to itself. It admits of all degrees of comparison; and is often connected with other words, which increase or diminish the impression the mind receives of the urgency it imports. A thing may be necessary, very necessary, absolutely or indispensably necessary. To no mind would the same idea be conveyed by these several phrases. This comment on the word is well illustrated by the passage cited at the bar, from the 20th section of the 1st article of the constitution. It is, we think, impossible to compare the sentence which prohibits a State from laying “imposts, or duties on imports or exports, except what may be absolutely necessary for executing its inspection laws,” with that which authorizes Congress “to make all laws which shall be necessary and proper for carrying into execution” the powers of the general government, without feeling a conviction that the convention understood itself to change materially the meaning of the word “necessary,” by prefixing the word “absolutely.” This word, then, like others, is used in various senses; and, in its construction, the subject, the context, the intention of the person using them, are all to be taken into view.

Let this be done in the case under consideration. The subject is the execution of those great powers on which the welfare of a nation essentially depends. It must have been the intention of those who gave these powers, to insure, as far as human prudence could insure, their beneficial execution. This could not be done by confiding the choice of means to such narrow limits as not to leave it in the power of Congress to adopt any which might be appropriate, and which were conducive to the end. This provision is made in a constitution intended to endure for ages to come, and, consequently, to be adapted to the various crises of human affairs. To have prescribed the means by which government should, in all future time, execute its powers, would have been to change, entirely, the character of the instrument, and give it the properties of a legal code. It would have been an unwise attempt to provide, by immutable rules, for exigencies which, if foreseen at all, must have been seen dimly, and which can be best provided for as they occur. To have declared that the best means shall not be used, but those alone without which the power given would be nugatory, would have been to deprive the legislature of the capacity to avail itself of experience, to exercise its reason, and to accommodate its legislation to circumstances. If we apply this principle of construction to any of the powers of the government, we shall find it so pernicious in its operation that we shall be compelled to discard it….

The result of the most careful and attentive consideration bestowed upon this clause is, that if it does not enlarge, it cannot be construed to restrain the powers of Congress, or to impair the rights of the legislature to exercise its best judgment in the selection of measures to carry into execution the constitutional powers of the government. If no other motive for its insertion can be suggested, a sufficient one is found in the desire to remove all doubts respecting the right to legislate on that vast mass of incidental powers which must be involved in the constitution, if that instrument be not a splendid bauble.

We admit, as all must admit, that the powers of the government are limited, and that its limits are not to be transcended. But we think the sound construction of the constitution must allow to the national legislature that discretion, with respect to the means by which the powers it confers are to be carried into execution, which will enable that body to perform the high duties assigned to it, in the manner most beneficial to the people. Let the end be legitimate, let it be within the scope of the constitution, and all means which are appropriate, which are plainly adapted to that end, which are not prohibited, but consist with the letter and spirit of the constitution, are constitutional….

Should Congress, in the execution of its powers, adopt measures which are prohibited by the constitution; or should Congress, under the pretext of executing its powers, pass laws for the accomplishment of objects not entrusted to the government; it would become the painful duty of this tribunal, should a case requiring such a decision come before it, to say that such an act was not the law of the land. But where the law is not prohibited, and is really calculated to effect any of the objects entrusted to the government, to undertake here to inquire into the degree of its necessity, would be to pass the line which circumscribes the judicial department, and to tread on legislative ground. This court disclaims all pretensions to such a power.

After this declaration, it can scarcely be necessary to say that the existence of State banks can have no possible influence on the question. No trace is to be found in the constitution of an intention to create a dependence of the government of the Union on those of the States, for the execution of the great powers assigned to it. Its means are adequate to its ends; and on those means alone was it expected to rely for the accomplishment of its ends. To impose on it the necessity of resorting to means which it cannot control, which another government may furnish or withhold, would render its course precarious, the result of its measures uncertain, and create a dependence on other governments, which might disappoint its most important designs, and is incompatible with the language of the constitution. But were it otherwise, the choice of means implies a right to choose a national bank in preference to State banks, and Congress alone can make the election.

After the most deliberate consideration, it is the unanimous and decided opinion of this Court, that the act to incorporate the Bank of the United States is a law made in pursuance of the constitution, and is a part of the supreme law of the land….

It being the opinion of the Court, that the act incorporating the bank is constitutional; and that the power of establishing a branch in the State of Maryland might be properly exercised by the bank itself, we proceed to inquire—



2. Whether the State of Maryland may, without violating the constitution, tax that branch?



That the power of taxation is one of vital importance; that it is retained by the States; that it is not abridged by the grant of a similar power to the government of the Union; that it is to be concurrently exercised by the two governments: are truths which have never been denied. But, such is the paramount character of the constitution, that its capacity to withdraw any subject from the action of even this power, is admitted. The States are expressly forbidden to lay any duties on imports or exports, except what may be absolutely necessary for executing their inspection laws. If the obligation of this prohibition must be conceded, the same paramount character would seem to restrain, as it certainly may restrain, a State from such other exercise of this power; as is in its nature incompatible with, and repugnant to, the constitutional laws of the Union….

On this ground the counsel for the bank place its claim to be exempted from the power of a State to tax its operations. There is no express provision for the case, but the claim has been sustained on a principle which so entirely pervades the constitution, is so intermixed with the materials which compose it, so interwoven with its web, so blended with its texture, as to be incapable of being separated from it, without rending it into shreds.

This great principle is, that the constitution and the laws made in pursuance thereof are supreme; that they control the constitution and laws of the respective States, and cannot be controlled by them. From this, which may be almost termed an axiom, other propositions are deduced as corollaries, on the truth or error of which, and on their application to this case, the cause has been supposed to depend. These are, 1st. that a power to create implies a power to preserve. 2nd. That a power to destroy, if wielded by a different hand, is hostile to, and incompatible with these powers to create and to preserve. 3d. That where this repugnancy exists, that authority which is supreme must control, not yield to that over which it is supreme….

That the power of taxing by the States may be exercised so as to destroy it, is too obvious to be denied. But taxation is said to be an absolute power, which acknowledges no other limits than those expressly prescribed in the constitution, and like sovereign power of every other description, is trusted to the discretion of those who use it. But the very terms of this argument admit that the sovereignty of the State, in the article of taxation itself, is subordinate to, and may be controlled by, the constitution of the United States. How far it has been controlled by that instrument must be a question of construction. In making this construction, no principle not declared, can be admissible, which would defeat the legitimate operations of a supreme government. It is of the very essence of supremacy to remove all obstacles to its action within its own sphere, and so to modify every power vested in subordinate governments, as to exempt its own operations from their own influence. This effect need not be stated in terms. It is so involved in the declaration of supremacy, so necessarily implied in it, that the expression of it could not make it more certain. We must, therefore, keep it in view while construing the constitution.

The argument on the part of the State of Maryland is, not that the States may directly resist a law of Congress, but that they may exercise their acknowledged powers upon it, and that the constitution leaves them this right in the confidence that they will not abuse it.

Before we proceed to examine this argument, and to subject it to the test of the constitution, we must be permitted to bestow a few considerations on the nature and extent of this original right of taxation, which is acknowledged to remain with the States. It is admitted that the power of taxing the people and their property is essential to the very existence of government, and may be legitimately exercised on the objects to which it is applicable, to the utmost extent to which the government may choose to carry it. The only security against the abuse of this power, is found in the structure of the government itself. In imposing a tax the legislature acts upon its constituents….

The sovereignty of a State extends to everything which exists by its own authority, or is so introduced by its permission; but does it extend to those means which are employed by Congress to carry into execution powers conferred on that body by the people of the United States? We think it demonstrable that it does not. Those powers are not given by the people of a single State. They are given by the people of the United States, to a government whose laws, made in pursuance of the constitution, are declared to be supreme. Consequently, the people of a single State cannot confer a sovereignty which will extend over them.

If we measure the power of taxation residing in a State, by the extent of sovereignty which the people of a single State possess, and can confer on its government, we have an intelligible standard, applicable to every case to which the power may be applied. We have a principle which leaves the power of taxing the people and property of a State unimpaired; which leaves to a State the command of all its resources, and which places beyond its reach, all those powers which are conferred by the people of the United States on the government of the Union, and all those means which are given for the purpose of carrying those powers into execution. We have a principle which is safe for the States, and safe for the Union. We are relieved, as we ought to be, from clashing sovereignty; from interfering powers; from a repugnancy between a right in one government to pull down what there is an acknowledged right in another to build up; from the incompatibility of a right in one government to destroy what there is a right in another to preserve. We are not driven to the perplexing inquiry, so unfit for the judicial department, what degree of taxation is the legitimate use, and what degree may amount to the abuse of the power. The attempt to use it on the means employed by the government of the Union, in pursuance of the constitution, is itself an abuse, because it is the usurpation of a power which the people of a single State cannot give.

We find, then, on just theory, a total failure of this original right to tax the means employed by the government of the Union, for the execution of its powers. The right never existed, and the question whether it has been surrendered, cannot arise.

But, waiving this theory for the present, let us resume the inquiry, whether this power can be exercised by the respective States, consistently with a fair construction of the constitution?

That the power to tax involves the power to destroy; that the power to destroy may defeat and render useless the power to create; that there is a plain repugnance, in conferring on one government a power to control the constitutional measures of another, which other, with respect to those very measures, is declared to be supreme over that which exerts the control, are propositions not to be denied. But all inconsistencies are to be reconciled by the magic of the word CONFIDENCE. Taxation, it is said, does not necessarily and unavoidably destroy. To carry it to the excess of destruction would be an abuse, to presume which, would banish that confidence which is essential to all government.

But is this a case of confidence? Would the people of any one State trust those of another with a power to control the most insignificant operations of their State government? We know they would not. Why, then, should we suppose that the people of any one State should be willing to trust those of another with a power to control the operations of a government to which they have confided their most important and most valuable interests? In the legislature of the Union alone, are all represented. The legislature of the Union alone, therefore, can be trusted by the people with the power of controlling measures which concern all, in the confidence that it will not be abused. This, then, is not a case of confidence, and we must consider it as it really is.

If we apply the principle for which the State of Maryland contends, to the constitution generally, we shall find it capable of changing totally the character of that instrument. We shall find it capable of arresting all the measures of the government, and of prostrating it at the foot of the States. The American people have declared their constitution, and the laws made in pursuance thereof, to be supreme; but this principle would transfer the supremacy, in fact, to the States.

If the States may tax one instrument, employed by the government in the execution of its powers, they may tax any and every other instrument. They may tax the mail; they may tax the mint; they may tax patent rights; they may tax the papers of the custom-house; they may tax judicial process; they may tax all the means employed by the government, to an excess which would defeat all the ends of government. This was not intended by the American people. They did not design to make their government dependent on the States….

The Court has bestowed on this subject its most deliberate consideration. The result is a conviction that the States have no power, by taxation or otherwise, to retard, impede, burden, or in any manner control, the operations of the constitutional laws enacted by Congress to carry into execution the powers vested in the general government. This is, we think, the unavoidable consequence of that supremacy which the constitution has declared.

We are unanimously of opinion, that the law passed by the legislature of Maryland, imposing a tax on the Bank of the United States, is unconstitutional and void.

This opinion does not deprive the States of any resources which they originally possessed. It does not extend to a tax paid by the real property of the bank, in common with the other real property within the State, nor to a tax imposed on the interest which the citizens of Maryland may hold in this institution, in common with other property of the same description throughout the State. But this is a tax on the operations of the bank, and is, consequently, a tax on the operation of an instrument employed by the government of the Union to carry its powers into execution. Such a tax must be unconstitutional.



Source: McCulloch v. Maryland, 17 U.S. 316, 4 Wheat. 316, 4 L. Ed. 579 (1819).

1828—South Carolina’s Exposition and Protest Against the Tariff of 1828 by John C. Calhoun (Anonymously)

The committee [of the South Carolina Legislature] have bestowed on the subjects referred to them the deliberate attention which their importance demands; and the result, on full investigation, is a unanimous opinion that the act of Congress of the last session, with the whole system of legislation imposing duties on imports, not for revenue, but the protection of one branch of industry at the expense of others, is unconstitutional, unequal, and oppressive, and calculated to corrupt the public virtue and destroy the liberty of the country; which propositions they propose to consider in the order stated, and then to conclude their report with the consideration of the important question of the remedy.

The committee do not propose to enter into an elaborate or refined argument on the question of the constitutionality of the Tariff system. The General Government is one of specific powers, and it can rightfully exercise only the powers expressly granted, and those that may be necessary and proper to carry them into effect, all others being reserved expressly to the States or the people. It results, necessarily, that those who claim to exercise power under the Constitution, are bound to show that it is expressly granted, or that it is necessary and proper as a means of the granted powers. The advocates of the Tariff have offered no such proof. It is true that the third section of the first article of the Constitution authorizes Congress to lay and collect an impost duty, but it is granted as a tax power for the sole purpose of revenue, a power in its nature essentially different from that of imposing protective or prohibitory duties. Their objects are incompatible. The prohibitory system must end in destroying the revenue from imports. It has been said that the system is a violation of the spirit, and not the letter of the Constitution. The distinction is not material. The Constitution may be as grossly violated by acting against its meaning as against its letter; but it may be proper to dwell a moment on the point in order to understand more fully the real character of the acts under which the interest of this, and other States similarly situated, has been sacrificed. The facts are few and simple. The Constitution grants to Congress the power of imposing a duty on imports for revenue, which power is abused by being converted into an instrument of rearing up the industry of one section of the country on the ruins of another. The violation, then, consists in using a power granted for one object to advance another, and that by the sacrifice of the original object. It is, in a word, a violation by perversion, the most dangerous of all because the most insidious and difficult to resist. Others cannot be perpetrated without the aid of the judiciary; this may be by the Executive and Legislative departments alone. The courts cannot look into the motives of legislators. They are obliged to take acts by their titles and professed objects, and if these be constitutional, they cannot interpose their power, however grossly the acts may, in reality, violate the Constitution. The proceedings of the last session sufficiently prove that the House of Representatives are aware of the distinction, and determined to avail themselves of its advantage….

On entering on this branch of the subject [the inequality and oppression of the Tariff system], the committee feel the painful character of the duty which they must perform. They would desire never to speak of our country, as far as the action of the General Government is concerned, but as one great whole, having a common interest, which all the parts ought zealously to promote. Previously to the adoption of the Tariff system, such was the unanimous feeling of this State; but in speaking of its operation, it will be impossible to avoid the discussion of sectional interest, and the use of sectional language. On its authors, and not on us, who are compelled to adopt this course in self-defence, by injustice and oppression, be the censure.

So partial are the effects of the system, that its burdens are exclusively on one side and its benefits on the other. It imposes on the agricultural interest of the South, including the Southwest, and that portion of the country particularly engaged in commerce and navigation, the burden not only of sustaining the system itself, but that also of the Government. In stating the case thus strongly, it is not the intention of the committee to exaggerate. If exaggeration were not unworthy of the gravity of the subject, the reality is such as to make it unnecessary….

We are the serfs of the system, out of whose labor is raised, not only the money paid into the Treasury, but the funds out of which are drawn the rich rewards of the manufacturer and his associates in interest. Their encouragement is our discouragement. The duty on imports, which is mainly paid out of our labor, gives them the means of selling to us at a higher price; while we cannot, to compensate the loss, dispose of our products at the least advance. It is then, indeed, not a subject of wonder, when understood, that our section of the country, though helped by a kind Providence with a genial sun and prolific soil, from which spring the richest products, should languish in poverty and sink into decay, while the rest of the Union, though less fortunate in natural advantages, are flourishing in unexampled prosperity. The assertion, that the encouragement of the industry of the manufacturing States is, in fact, discouragement to ours, was not made without due deliberation. It is susceptible of the clearest proof. We cultivate certain great staples for the supply of the general market of the world: They manufacture almost exclusively for the home market. Their object in the Tariff is to keep down foreign competition, in order to obtain a monopoly of the domestic market. The effect on us is, to compel us to purchase at a higher price, both what we obtain from them and from others, without receiving a correspondent increase in the price of what we sell. The price at which we can afford to cultivate must depend on the price at which we receive our supplies. The lower the latter, the lower we may dispose of our products with profit, and in the same degree our capacity of meeting competition is increased; and, on the contrary, the higher the price of our supplies, the less the profit, and the less, consequently, the capacity for meeting competition…. The case, then, fairly stated between us and the manufacturing States is, that the Tariff gives them a protection against foreign competition in our own market, by diminishing, in the same proportion, our capacity to compete with our rivals, in the general market of the world. They who say that they cannot compete with foreigners at their own doors, without an advantage of 45 per cent, expect us to meet them abroad under disadvantage equal to their encouragement. But this oppression, as great as it is, will not stop at this point. The trade between us and Europe has, heretofore, been a mutual exchange of products. Under the existing duties, the consumption of European fabrics must, in a great measure, cease in our country and the trade must become, on their part, a cash transaction. He must be ignorant of the principles of commerce, and the policy of Europe, particularly England, who does not see that it is impossible to carry on a trade of such vast extent on any other basis than barter; and that, if it were not so carried on, it would not long be tolerated. We already see indications of the commencement of a commercial warfare, the termination of which no one can conjecture, though our fate may easily be. The last remains of our great and once flourishing agriculture must be annihilated in the conflict. In the first instance, we will be thrown on the home market, which cannot consume a fourth of our products; and instead of supplying the world, as we would with a free trade, we would be compelled to abandon the cultivation of three fourths of what we now raise, and receive for the residue, whatever the manufacturers, who would then have their policy consummated by the entire possession of our market, might choose to give. Forced to abandon our ancient and favorite pursuit, to which our soil, climate, habits, and peculiar labor are adapted, at an immense sacrifice of property, we would be compelled, without capital, experience, or skill, and with a population untried in such pursuits, to attempt to become the rivals instead of the customers of the manufacturing States. The result is not doubtful. If they, by superior capital and skill, should keep down successful competition on our part, we would be doomed to toil at our unprofitable agriculture, selling at the prices which a single and very limited market might give. But, on the contrary, if our necessity should triumph over their capital and skill, if, instead of raw cotton, we should ship to the manufacturing States cotton yarn and cotton goods, the thoughtful must see that it would inevitably bring about a state of things which could not long continue. Those who now make war on our gains, would then make it on our labor. They would not tolerate, that those, who now cultivate our plantations, and furnish them with the material, and the market for the products of their arts, should, by becoming their rivals, take bread out of the mouths of their wives and children. The committee will not pursue this painful subject; but, as they clearly see that the system, if not arrested, must bring the country to this hazardous extremity, neither prudence nor patriotism would permit them to pass it by without raising a warning voice against a dander of such menacing character….

The committee having presented its views on the partial and oppressive operation of the system, will proceed to discuss the next position which they proposed, its tendency to corrupt the Government, and to destroy the liberty of the country.

If there be a political proposition universally true, one which springs directly from the nature of man, and is independent of circumstances, it is, that irresponsible power is inconsistent with liberty, and must corrupt those who exercise it. On this great principle our political system rests. We consider all powers as delegated by the people, and to be controlled by them, who are interested in their just and proper exercise; and our Governments, both State and General, are but a system of judicious contrivances to bring this fundamental principle into fair, practical operation. Among the most prominent of these is, the responsibility of representatives to their constituents, through frequent periodical elections, in order to enforce a faithful performance of their delegated trust. Without such a check on their powers, however clearly they may be defined and distinctly prescribed, our liberty would be but a mockery. The Government, instead of being directed to the general good, would speedily become but the instrument to aggrandize those who might be intrusted with its administration. On the other hand, if laws were uniform in their operation, if that which imposed a burden on one, imposed it likewise on all or that which acted beneficially for one, acted also, in the same manner, for all the responsibility of representatives to their constituents would alone be sufficient to guard against abuse and tyranny provided the people be sufficiently intelligent to understand their interest, and the motives and conduct of their public agents. But, if it be supposed that, from diversity of interests in the several classes and sections of the country, the laws act differently, so that the same law, though couched in general terms and apparently fair, shall, in reality, transfer the power and property of one class or section to another, in such case, responsibility to constituents, which is but the means of enforcing fidelity of representatives to them, must prove wholly insufficient to preserve the purity of public agents, or the liberty of the country. It would, in fact, fall short of the evil. The disease would be in the community itself, in the constituents, and not their representatives. The opposing interests of the community would engender, necessarily, opposing, hostile parties, organized on this very diversity of interests, the stronger of which, if the Government provided no efficient check, would exercise unlimited and unrestrained power over the weaker. The relation of equality between the parts of the community, established by the Constitution, would be destroyed, and in its place there would be substituted the relation of sovereign and subject, between the stronger and weaker interests, in its most odious and oppressive form…. The committee has labored to little purpose, if they have not demonstrated that the very case … does not now exist in our country, under the name of the American System and which, if not timely arrested, must be followed by all the consequences which never fail to spring from the exercise of irresponsible power. On the great and vital point—the industry of the country—which comprehends almost every interest-the interest of the two great sections is opposed. We want free trade, they restrictions; we want moderate taxes, frugality in the Government, economy, accountability, and a rigid application of the public money to the payment of the debt, and to the objects authorized by the Constitution. In all these particulars, if we may judge by experience, their views of their interest are precisely the opposite. They feel and act, on all questions connected with the American System, as sovereigns, as men invariably do who impose burdens on others for their own benefit; and we, on the other band, like those on whom such burdens are imposed. In a word, to the extent stated, the country is divided and organized into two great parties the one sovereign and the other subject-bearing towards each other all the attributes which must ever accompany that relation, under whatever form it may exist….

The committee has demonstrated that the present disordered state of our political system originated in the diversity of interests which exists in the country; a diversity recognized by the Constitution itself, and to which it owes one of its most distinguished and peculiar features, the division of the delegated powers between the State and General Governments. Our short experience, before the formation of the present Government, had conclusively shown that, while there were powers which in their nature were local and peculiar, and which could not be exercised by all, without oppression to some of the parts, so, also, there were those which, in their operation, necessarily affected the whole, and could not, therefore, be exercised by any of the parts, without affecting injuriously the others. On this different character, by which powers are distinguished in their geographical operation, our political system was constructed. Viewed in relation to them, to a certain extent we have a community of interests, which can only be justly and fairly supervised by concentrating the will and authority of the several States in the General Government; while, at the same time, the States have distinct and separate interests, over which no supervision can be exercised by the general power without injustice and oppression. Hence the division in the exercise of sovereign powers. In drawing the line between the powers of the two—the General and State Governments—the great difficulty consisted in determining correctly to which of the two the various political powers ought to belong. This difficult task was, however, performed with so much success that, to this day, there is an almost entire acquiescence in the correctness with which the line was drawn. It would be extraordinary if a system, thus resting with such profound wisdom on the diversity of geographical interests among the States, should make no provision against the dangers to which its very basis might be exposed. The framers of our Constitution have not exposed themselves to the imputation of such weakness. When their work is fairly examined, it will be found that they have provided, with admirable skill, the most effective remedy; and that, if it has not prevented the danger with which the system is now threatened, the fault is not theirs, but ours, in neglecting to make its proper application. In the primary division of the sovereign powers, and in their exact and just classification, as stated, are to be found the first provisions or checks against the abuse of authority on the part of the absolute majority. The powers of the General Government are particularly enumerated and specifically delegated; and all powers not expressly delegated, or which are not necessary and proper to carry into effect those that are so granted, are reserved expressly to the States or the people. The Government is thus positively restricted to the exercise of those general powers that were supposed to act uniformly on all the parts, leaving, the residue to the people of the States, by whom alone, from the very nature of these powers, they can be justly and fairly exercised, as has been stated.

Our system, then, consists of two distinct and independent Governments. The general powers, expressly delegated to the General Government, are subject to its sole and separate control; and the States cannot, without violating the constitutional compact, interpose their authority to check, or in any manner to counteract its movements, so long as they are confined to the proper sphere. So, also, the peculiar and local powers reserved to the States are subject to their exclusive control; nor can the General Government interfere, in any manner, with them, without violating the Constitution.

In order to have a full and clear conception of our institutions, it will be proper to remark that there is, in our system, a striking distinction between Government and Sovereignty. The separate governments of the several States are vested in their Legislative, Executive, and judicial Departments; while the sovereignty resides in the people of the States respectively. The powers of the General Government are also vested in its Legislative, Executive, and judicial Departments, while the sovereignty resides in the people of the several States who created it, But, by an express provision of the Constitution, it may be amended or changed by three fourths of the States; and thus each State, by assenting to the Constitution with this provision, has modified its original right as a sovereign, of making its individual consent necessary to any change in its political condition; and, by becoming a member of the Union, has placed this important power in the hands of three fourths of the States,—in whom the highest power known to the Constitution actually resides. Not the least portion of this high sovereign authority resides in Congress, or any of the departments of the General Government. They are but the creatures of the Constitution, and are appointed but to execute its provisions; and, therefore, any attempt by all, or any of these departments, to exercise any power which, in its consequences, may alter the nature of the instrument, or change the condition of the parties to it, would be an act of usurpation.

…

If it be conceded, as it must be by every one who is the least conversant with our institutions, that the sovereign powers delegated are divided between the General and State Governments, and that the latter bold their portion by the same tenure as the former, it would seem impossible to deny to the States the right of deciding on the infractions of their powers, and the proper remedy to be applied for their correction. The right of judging, in such cases, is an essential attribute of sovereignty, of which the States cannot be divested without losing their sovereignty itself, and being reduced to a subordinate corporate condition. In fact, to divide power, and to give to one of the parties the exclusive right of judging of the portion allotted to each, is, in reality, not to divide it at all; and to reserve such exclusive right to the General Government (it matters not by what department to be exercised, is to convert it, in fact, into a great consolidated government, with unlimited powers, and to divest the States, in reality, of all their rights, It is impossible to understand the force of terms, and to deny so plain a conclusion. The opposite opinion can be embraced only on hasty and imperfect views of the relation existing between the States and the General Government. But the existence of the right of judging of their powers, so clearly established from the sovereignty of States, as clearly implies a veto or control, within its limits, on the action of the General Government, on contested points of authority; and this very control is the remedy which the Constitution has provided to prevent the encroachments of the General Government on the reserved rights of the States; and by which the distribution of power, between the General and State Governments, may be preserved for ever inviolable, on the basis established by the Constitution. It is thus effectual protection is afforded to the minority, against the oppression of the majority….

It is thus that our system has provided appropriate checks between the Departments, a veto to guard the supremacy of the Constitution over the laws, and to preserve the due importance of the States, considered in reference to large and small, without creating discord or %weakening the beneficent energy of the Government. And so, also, in the division of the sovereign authority between the General and State Governments, by leaving to the States an efficient power to protect, by a veto, the minor against the major interests of the community, the framers of the Constitution acted in strict conformity with the principle which invariably prevails throughout the whole system, where separate interests exist. They were, in truth, no ordinary men. They were wise and practical statesmen, enlightened by history and their own enlarged experience, acquired in conducting our country through a most important revolution; and understood profoundly the nature of man and of government. They saw and felt that there existed in our nature the necessity of government, and government of adequate powers; that the selfish predominate over the social feelings; and that, without a government of such powers, universal conflict and anarchy must prevail among the component parts of society; but they also clearly saw that, our nature remaining unchanged by change of condition, unchecked power, from this very predominance of the selfish over the social feelings, which rendered government necessary, would, of necessity, lead to corruption and oppression on the part of those vested with its exercise. Thus the necessity of government and of checks originates in the same great principle of our nature; and thus the very selfishness which impels those who have power to desire more, will also, with equal force, impel those on whom power operates to resist aggression; and on the balance of these opposing tendencies, liberty and happiness must for ever depend. This great principle guided in the formation of every part of our political system. There is not one opposing interest throughout the whole that is not counterpoised. Have the rulers a separate interest from the people? To check its abuse, the relation of representative and constituent is created between them, through periodical elections, by which the fidelity of the representative to the constituent is secured. Have the States, as members of the Union, distinct political interests in reference to their magnitude? Their relative weight is carefully settled, and each has its appropriate agent, with a veto on each other, to protect its political consequence. May there be a conflict between the Constitution and the laws, whereby the rights of citizens may be affected? A remedy may be found in the power of the courts to declare the law unconstitutional in such cases as may be brought before them. Are there, among the several States, separate and peculiar geographical interests? To meet this, a particular organization is provided in the division of the sovereign powers between the State and General Governments. Is there danger, growing out of this division, that the State Legislatures may encroach on the powers of the General Government? The authority of the Supreme Court is adequate to check such encroachments. May the General Government, on the other hand, encroach on the rights reserved to the States respectively? To the States respectively each in its sovereign capacity is reserved the power, by its veto, or right of interposition, to arrest the encroachment. And, finally, may this power be abused by a State, so as to interfere improperly with the powers delegated to the General Government? There is provided a power, even over the Constitution itself, vested in three fourths of the States, which Congress has the authority to invoke, and may terminate all controversies in reference to the subject, by granting or withholding the right in contest. Its authority is acknowledged by all; and to deny or resist it, would be, on the part of the State, a violation of the constitutional compact, and a dissolution of the political association, as far as it is concerned. This is the ultimate and highest power, and the basis on which the whole system rests….

With these views the committee are solemnly of the impression, if the pre­sent usurpations and the professed doctrines of the existing system be persevered in, after due forebearance on the part of the State, that it will be her sacred duty to interposes duty to herself, to the Union, to the present, and to future generations, arid to the cause of liberty over the world, to arrest the progress of a usurpation which, if not arrested, must, in its consequences, corrupt the public morals and destroy the liberty of the country.



Source: Calhoun, John C. Union and Liberty: The Political Philosphy of John C. Calhoun, edited by Ross M. Lence. Indianopolis: Liberty Fund, 1992, 311.

1893—President Cleveland’s Address on the Repeal of the Sherman Silver Act

The existence of an alarming and extraordinary business situation, involving the welfare and prosperity of all our people, has constrained me to call together in extra session the people’s representatives in Congress, to the end that through a wise and patriotic exercise of the legislative duty, with which they solely are charged, present evils may be mitigated and dangers threatening the future may be averted.

Our unfortunate financial plight is not the result of untoward events nor of conditions related to our natural resources, nor is it traceable to any of the afflictions which frequently check national growth and prosperity. With plenteous crops, with abundant promise of remunerative production and manufacture, with unusual invitation to safe investment, and with satisfactory assurance to business enterprise, suddenly financial distrust and fear have sprung up on every side…. Values supposed to be fixed are fast becoming conjectural, and loss and failure have invaded every branch of business.

I believe these things are principally chargeable to Congressional legislation touching the purchase and coinage of silver by the General Government.

This legislation is embodied in a statute passed on the 14th day of July, 1890, which was the culmination of much agitation on the subject involved, and which may be considered a truce, after a long struggle, between the advocates of free silver coinage and those intending to be more conservative.

This law provides that in payment for the 4,500,000 ounces of silver bullion which the Secretary of the Treasury is commanded to purchase monthly there shall be issued Treasury notes redeemable on demand in gold or silver coin, at the discretion of the Secretary of the Treasury, and that said notes may be reissued. It is, however, declared in the act to be “the established policy of the United States to maintain the two metals on a parity with each other upon the present legal ratio or such ratio as may be provided by law.”

This declaration so controls the action of the Secretary of the Treasury as to prevent his exercising the discretion nominally vested in him if by such action the parity between gold and silver may be disturbed. Manifestly a refusal by the Secretary to pay these Treasury notes in gold if demanded would necessarily result in their discredit and depreciation as obligations payable only in silver, and would destroy the parity between the two metals by establishing a discrimination in favor of gold.

The policy necessarily adopted of paying these notes in gold has not spared the gold reserve of $100,000,000 long ago set aside by the Government for the redemption of other notes, for this fund has already been subjected to the payment of new obligations amounting to about $150,000,000 on account of silver purchases, and has as a consequence for the first time since its creation been encroached upon.

We have thus made the depletion of our gold easy and have tempted other and more appreciative nations to add it to their stock.

Unless Government bonds are to be constantly issued and sold to replenish our exhausted gold, only to be again exhausted, it is apparent that the operation of the silver-purchase law now in force leads in the direction of the entire substitution of silver for the gold in the Government Treasury, and that this must be followed by the payment of all Government obligations in depreciated silver.

At this stage gold and silver must part company and the Government must fail in its established policy to maintain the two metals on a parity with each other. Given over to the exclusive use of a currency greatly depreciated according to the standard of the commercial world, we could no longer claim a place among nations of the first class, nor could our Government claim a performance of its obligation, so far as such an obligation has been imposed upon it, to provide for the use of the people the best and safest money.

If, as many of its friends claim, silver ought to occupy a larger place in our currency and the currency of the world through general international cooperation and agreement, it is obvious that the United States will not be in a position to gain a hearing in favor of such an arrangement so long as we are willing to continue our attempt to accomplish the result single-handed.

The people of the United States are entitled to a sound and stable currency and to money recognized as such on every exchange and in every market of the world. Their Government has no right to injure them by financial experiments opposed to the policy and practice of other civilized states, nor is it justified in permitting an exaggerated and unreasonable reliance on our national strength and ability to jeopardize the soundness of the people’s money.

This matter rises above the plane of party politics. It vitally concerns every business and calling and enters every household in the land. There is one important aspect of the subject which especially should never be overlooked. At times like the present, when the evils of unsound finance threaten us, the speculator may anticipate a harvest gathered from the misfortune of others, the capitalist may protect himself by hoarding or may even find profit in the fluctuations of values; but the wage earner-the first to be injured by a depreciated currency and the last to receive the benefit of its correction-is practically defenseless. He relies for work upon the ventures of confident and contented capital. This failing him, his condition is without alleviation, for he can neither prey on the misfortunes of others nor hoard his labor.

It is of the utmost importance that such relief as Congress can afford in the existing situation be afforded at once. The maxim “He gives twice who gives quickly” is directly applicable. It may be true that the embarrassments from which the business of the country is suffering arise as much from evils apprehended as from those actually existing. We may hope, too, that calm counsels will prevail, and that neither the capitalists nor the wage earners will give way to unreasoning panic and sacrifice their property or their interests under the influence of exaggerated fears.

Nevertheless, every day’s delay in removing one of the plain and principal causes of the present state of things enlarges the mischief already done and increases the responsibility of the Government for its existence. Whatever else the people have a right to expect from Congress, they may certainly demand that legislation condemned by the ordeal of three years’ disastrous experience shall be removed from the statute books as soon as their representatives can legitimately deal with it.

It was my purpose to summon Congress in special session early in the coming September, that we might enter promptly upon the work of tariff reform, which the true interests of the country clearly demand, which so large a majority of the people, as shown by their stiffrages, desire and expect, and to the accomplishment of which every effort of the present Administration is pledged. But while tariff reform has lost nothing of its immediate and permanent importance and must in the near future engage the attention of Congress, it has seemed to me that the financial condition of the country should at once and before all other subjects be considered by your honorable body.

I earnestly recommend the prompt repeal of the provisions of the act passed July 14, 1890, authorizing the purchase of silver bullion, and that other legislative action may put beyond all doubt or mistake the intention and the ability of the Government to fulfill its pecuniary obligations in money universally recognized by all civilized countries.



Source: Grover Cleveland: “Special Session Message,” August 8, 1893. Online by Gerhard Peters and John T. Woolley, The American Presidency Project. http://www.presidency.ucsb.edu/ws/?pid=70711.

1913—Federal Reserve Act Article One

Section 1. Short Title and Definitions



1. Short Title *



Be it enacted by the Senate and House of Representatives of the United States of America in Congress assembled, That the short title of this Act shall be the “Federal Reserve Act.”



[12 USC 226. Part of original Federal Reserve Act; not amended.] *



2. Definition of “Bank”



Wherever the word “bank” is used in this Act, the word shall be held to include State bank, banking association, and trust company, except where national banks or Federal reserve banks are specifically referred to. For purposes of this Act, a State bank includes any bank which is operating under the Code of Law for the District of Columbia.



[12 USC 221. Part of original Federal Reserve Act. As amended by act of Oct. 13, 2006 (120 Stat. 2001). † ]



3. Definitions of Other Terms

The terms “national bank” and “national banking association” used in this Act shall be held to be synonymous and interchangeable. The term “member bank” shall be held to mean any national bank, State bank, or bank or trust company which has become a member of one of the reserve banks created by this Act. The term “board” shall be held to mean Board of Governors of the Federal Reserve System; the term “district” shall be held to mean Federal reserve district; the term “reserve bank” shall be held to mean Federal reserve bank; the term “the continental United States” means the States of the United States and the District of Columbia.



4. Definition of “Bonds and Notes of the United States”



The terms “bonds and notes of the United States,” “bonds and notes of the Government of the United States,” and “bonds or notes of the United States” used in this Act shall be held to include certificates of indebtedness and Treasury bills issued under section 3104 of title 31.



[12 USC 221. As amended by acts of June 25, 1959 (73 Stat. 142) and Sept. 13, 1982 (96 Stat. 1058). For further definitions, see section 2 of Banking Act of 1933, approved June 16, 1933. Section 203(a) of the Banking Act of 1935, approved Aug. 23, 1935 (49 Stat. 704), provided: “Hereafter the Federal Reserve Board shall be known as the ‘Board of Governors of the Federal Reserve System’, and the governor and vice governor of the Federal Reserve Board shall be known as the ‘chairman’ and the ‘vice chairman’, respectively, of the Board of Governors of the Federal Reserve System.” Accordingly, the words “Federal Reserve Board”, “governor”, and “vice governor”, wherever they formerly appeared in the Federal Reserve Act (or in other acts of Congress), have been changed here to read “Board of Governors of the Federal Reserve System”, “chairman“ and “vice chairman”, respectively, notwithstanding the fact that such change has not been made by specific amendment of the law.



Source: Federal Reserve Act (ch. 6, 38 Stat. 251, enacted December 23, 1913, 12 U.S.C. ch.3)

1947—Outline of 29 U.S.C. 186 (Taft-Hartley Act Sec. 302)

Section 1. [Sec. 141.] (a) This Act [chapter] may be cited as the “Labor Management Relations Act, 1947.” [Also known as the “Taft-Hartley Act.”]

(b) Industrial strife which interferes with the normal flow of commerce and with the full production of articles and commodities for commerce, can be avoided or substantially minimized if employers, employees, and labor organizations each recognize under law one another’s legitimate rights in their relations with each other, and above all recognize under law that neither party has any right in its relations with any other to engage in acts or practices which jeopardize the public health, safety, or interest.



It is the purpose and policy of this Act [chapter], in order to promote the full flow of commerce, to prescribe the legitimate rights of both employees and employers in their relations affecting commerce, to provide orderly and peaceful procedures for preventing the interference by either with the legitimate rights of the other, to protect the rights of individual employees in their relations with labor organizations whose activities affect commerce, to define and proscribe practices on the part of labor and management which affect commerce and are inimical to the general welfare, and to protect the rights of the public in connection with labor disputes affecting commerce.



TITLE I, Amendments to

NATIONAL LABOR RELATIONS ACT

29 U.S.C. Sec. Sec. 151-169 (printed above)



TITLE II

[Title 29, Chapter 7, Subchapter III, United States Code]

Conciliation of labor disputes in industries affecting commerce; national emergencies



Sec. 201. [Sec. 171. Declaration of purpose and policy] It is the policy of the United States that—



(a) sound and stable industrial peace and the advancement of the general welfare, health, and safety of the Nation and of the best interest of employers and employees can most satisfactorily be secured by the settlement of issues between employers and employees through the processes of conference and collective bargaining between employers and the representatives of their employees;



(b) the settlement of issues between employers and employees through collective bargaining may by advanced by making available full and adequate governmental facilities for conciliation, mediation, and voluntary arbitration to aid and encourage employers and the representatives of their employees to reach and maintain agreements concerning rates of pay, hours, and working conditions, and to make all reasonable efforts to settle their differences by mutual agreement reached through conferences and collective bargaining or by such methods as may be provided for in any applicable agreement for the settlement of disputes; and



(c) certain controversies which arise between parties to collective-bargaining agreements may be avoided or minimized by making available full and adequate governmental facilities for furnishing assistance to employers and the representatives of their employees in formulating for inclusion within such agreements provision for adequate notice of any proposed changes in the terms of such agreements, for the final adjustment of grievances or questions regarding the application or interpretation of such agreements, and other provisions designed to prevent the subsequent arising of such controversies.



Sec. 202. [Sec. 172. Federal Mediation and Conciliation Service]



(a) [Creation; appointment of Director] There is created an independent agency to be known as the Federal Mediation and Conciliation Service (herein referred to as the ‘‘Service,’’ except that for sixty days after June 23, 1947, such term shall refer to the Conciliation Service of the Department of Labor). The Service shall be under the direction of a Federal Mediation and Conciliation Director (hereinafter referred to as the ‘‘Director’’), who shall be appointed by the President by and with the advice and consent of the Senate. The Director shall not engage in any other business, vocation, or employment.



(b) [Appointment of officers and employees; expenditures for supplies, facilities, and services] The Director is authorized, subject to the civil service laws, to appoint such clerical and other personnel as may be necessary for the execution of the functions of the Service, and shall fix their compensation in accordance with sections 5101 to 5115 and sections 5331 to 5338 of title 5, United States Code [chapter 51 and subchapter III of chapter 53 of title 5], and may, without regard to the provisions of the civil service laws, appoint such conciliators and mediators as may be necessary to carry out the functions of the Service. The Director is authorized to make such expenditures for supplies, facilities, and services as he deems necessary. Such expenditures shall be allowed and paid upon presentation of itemized vouchers therefor approved by the Director or by any employee



Section 186(a) proscribes bribery, graft, and conflict-of-interest payments of money and other prohibited things of value to representatives of employees, labor union officials, and labor organizations by employers, and persons acting in the interest of employers, whose labor-management relations are governed by the Labor Management Relations Act (29 U.S.C. Sec. 141, et seq.).[FN1] The request or acceptance by any person of payments described in the statue is also prohibited. 29 U.S.C. Sec. 186(b)(1).[FN2] Federal courts have authority to enjoin violations of the statute in actions by private parties or the United States. 29 U.S.C. Sec. 186(e).[FN3]



FN1. Undocumented aliens who are employed within the United States are subject to the LMRA provided that their occupations are not otherwise excluded from coverage. Sure Tan, Inc. v. NLRB, 467 U.S. 883, 891-94 (1984). The statute does not apply to payments affecting the labor-management relations of agricultural employees, domestic laborers, governmental workers, or employees in the railway and airline industry. See 29 U.S.C. Sec. 152(2) and (3). Unlawful payments by railway and airline carriers to labor representatives of their employees are punished by the Railway Labor Act (45 U.S.C. Sec. 152).



FN2. The specific prohibition of the solicitation or acceptance of things of value by labor unions or their agents from motor vehicle operators in connection with the unloading of cargo is not considered here. See 29 U.S.C. Sec. 186(b)(2).



FN3. There is no record of the United States having sought civil injunctive relief against prohibited payments since the statute’s enactment in 1947. Civil litigation under the statute has been pursued by private litigants and parties to collective bargaining.

The maximum criminal penalty is imprisonment for five (5) years and a fine for each violation occurring after October 12, 1984, in which the amount of money or thing of value involved in the prohibited transaction exceeds $1,000. For prohibited transactions of $1,000 and below the maximum penalty is imprisonment for one (1) year and a fine. See 29 U.S.C. Sec. 186(d), as amended (1984). Violations of the statute which occurred before October 12, 1984, are subject to the misdemeanor penalty without regard to the amount of value involved in the transaction. Felony or misdemeanor violations may be prosecuted as racketeering acts under the Racketeer Influenced and Corrupt Organizations (RICO) statute (18 U.S.C. Sec. 1961, et seq.).



I. Elements of Proof



A. Prohibited Payments to Representatives of Employees or Labor Unions or Labor Union Officials with Potential Representative Relationships with Employees; 29 U.S.C. Sec. 186(a)(1) or (a)(2), (b)(1), and (d)(1) or (d)(2).

In order to establish a violation of the statute pertaining to prohibited payments to representatives of employees or labor union officials, the government must prove the following elements:



1. PAYOR: the source of the prohibited payment was a statutory employer,[FN4] including an agent of an employer; an association of employers; a person who acted as a labor relations expert, advisor, or consultant to an employer; or a person who acted in the interest of an employer.



FN4. 29 U.S.C. Sec. 152(2) excludes employers which are governments, governmental corporations, and railroads, and airlines whose employees are subject to the Railway Labor Act (45 U.S.C. 152).



2. TRANSACTION: the payor paid, lent, delivered, or agreed to pay, lend or deliver, any money or other thing of value (other than 9 types of financial transactions excepted in the statute) to a recipient;



OR ALTERNATIVELY,



ANY PERSON requested, demanded, received, accepted, or agreed to receive or accept, a payment, loan, or delivery of money or other thing of value (other than 9 types of financial transactions excepted in the statute) to a recipient.



3. RECIPIENT: the actual or intended recipient was an a.a representative (individual or organization) of any of the employees of the employer described in element #1 [29 U.S.C. Sec. 186(a)(1)]



or



b. an officer or employee of a labor organization[FN5] which represented, sought to represent, or would have admitted to membership any of the employees of the employer described in element #1 [29 U.S.C. Sec. 186(a)(2)] or FN5. 29 U.S.C. Sec. 152(5).



c. a labor organization which represented, sought to represent, or would have admitted to membership any of the employees of the employer described in element #1 [29 U.S.C. Sec. 186(a)(2)].



4. JURISDICTION: the employer’s employees[FN6] were employed in an industry affecting interstate or foreign commerce;[FN7]

FN6. 29 U.S.C. Sec. 152(3) excludes workers employed as agricultural laborers, supervisors, independent contractors and in domestic service.



FN7. 29 U.S.C. 152(6) and (7).



5. SCIENTER: a participant (or aider and abettor) of the transaction who is charged as a criminal defendant acted willfully with knowledge of the transaction without proof of any corrupt purpose or specific intent to violate the law [29 U.S.C. Sec. 186(d)(2)][FN8]



FN8. See United States v. Phillips, 19 F.3d 1565 (11th Cir. 1994), cert. denied sub. nom. USX Corp. v. United States, 115 S.Ct. 1312 (1995), and cases cited in that decision.

NB: unless the transaction involved the following special circumstances described at 29 U.S.C. Sec. 186(d)(1) which require that the participant have acted



a. willfully with knowledge of the transaction, and



b. with intent “to benefit himself or to benefit other persons he knows are not permitted to receive a payment, loan, money, or other thing of value under subsections (186)(c)(4) through (c)(9)” where the transactions involve



1. the improper withholding and payment by employers of employees’ membership dues or equivalent fees to a labor organization contrary to 29 U.S.C. Sec. 186(c)(4) below;



2. the improper payment by employers of contributions to employee pension or welfare (health) benefit plan trusts on behalf of employees contrary to 29 U.S.C. Sec. 186(c)(5)–(8) below; or



3. the improper funding of labor-management cooperation committees contrary to 29 U.S.C. Sec. 186(c)(9) below.



In the special transactions described in 29 U.S.C. Sec. 186(d)(1) occurring after October 12, 1984, in which employer remittance of membership dues, employee benefit contributions, and labor-management cooperation funding is prohibited because the parties have failed to comply with structural or procedural requirements of the statute, criminal prosecution requires a higher standard of scienter than a “willful” violation and knowledge of the operative facts of the transaction. In such prosecutions, a corrupt purpose underlying the transaction must be demonstrated.[FN9]



FN9. See United States v. Papia, 910 F.2d 1357 (7th Cir. 1990), where an employer’s payment of bogus dues to the union on behalf of some employees who never knew they were union members (in order to evade paying union-scale wages and benefits for all employees in the bargaining unit) was upheld as a basis for conviction under the higher scienter requirements for dues payments. Compare United States v. Gruttadauro, 818 F.2d 1323 (7th Cir. 1987), where in a similar pre-1984 bogus dues case, but without the post-1984 higher scienter, a employer paid monies to the union for bogus membership cards which could be displayed to other unions’ organizers in an effort to avoid any union organization.



Requiring the higher scienter for criminal prosecution of such transactions is a safeguard that inadvertent violations of the statute involving deficient dues checkoffs, payments to improperly structured benefit trusts, and the like will not be subject to criminal prosecution. Absent proof of the higher scienter in these special transactions, the prohibited payments remain subject to the civil injunctive provisions of the statute at 29 U.S.C. Sec. 186(e).



A. Bribery Payments to Individual Union Officials With or Without Representative Relationships with Employees;



29 U.S.C. Sec. 186(a)(4), (b)(1), and (d)(2).



In order to establish a violation of statute pertaining to the bribery of labor union officials, the government must prove the following elements:



1. PAYOR: see element #1 above;



2. TRANSACTION: see element #2 above;



3. INDIVIDUAL RECIPIENT: the actual or intended recipient was an officer or employee of a labor organization;



4. JURISDICTION: the recipient’s labor organization was engaged in an industry affecting interstate or foreign commerce;[FN10]



FN10. United States v. Burge, 990 F.2d 244 (6th Cir. 1992), upholds the bribery conviction of a union official who accepted sham consulting fees in return for influence with a labor organization which would not admit the paying employer’s employees to membership. This case holds that a union official can be bribed in violation of 29 U.S.C. 186(a)(4) as “an officer or employee” of his union without being bribed as a “representative of employees.”



5. SCIENTER: a participant (or aider and abettor) of the transaction who is charged as a criminal defendant acted

a. willfully with knowledge of the transaction



[29 U.S.C. Sec. 186(d)(2)], and



b.with intent to influence[FN11] the individual recipient in respect to any of his/her actions, decisions, or duties either as a representative of employees OR as an officer or employee of his/her labor organization[FN12] [29 U.S.C. Sec. 186(a)(4)];



FN11. Although bribery payments in violation of 29 U.S.C. Sec. 186(a)(4) and (b)(1) carry no additional statutory penalty than gratuities and conflict-of-interest payments prohibited by the statute, the Federal sentencing guidelines impose a base offense value for bribery which is four levels above other prohibited payments. U.S.S.G. 2E5.1. Moreover, conviction of the bribery portions of the statute invoke the employment disability at



FN12. See United States v. Bloch, 696 F.2d 1213 (9th Cir. 1983), which upheld the bribery conviction of a labor union official who accepted payments from band promoters in order to certify under the immigration laws that foreign musicians should be allowed entry for the purpose of performing within the United States despite the promoters’ failure to comply with union rules requiring one-for-one hiring of local musicians. The Mexican musicians could not be admitted to membership in the labor organization.



29 U.S.C. Sec. 504 which disqualifies individuals convicted of “bribery” and felonies involving abuse of union office for illegal gain at the expense of union members.



OR ALTERNATIVELY,



b. with knowledge[FN13] that the payor intended to influence the individual recipient in respect to any of his/her actions, decisions, or duties either as a representative of employees OR as an officer or employee of his/her labor organization

[29 U.S.C. Sec. 186(b)(1)].



FN13. See United States v. Bloch, 696 F.2d 1213, 1216 (9th Cir. 1982), where the court stated that a “‘willful’ violation of 29 U.S.C. §186 [(b)(1) and (a)(4)] requires only that the defendant [recipient] act with knowledge that the payments are from a person acting in the interest of an employer and are intended to influence the defendant’s duties as a union employee.” Id. at 1216; material in brackets and emphasis added. Compare United States v. Ferrara, 458 F.2d 868, 873, n.5 (2d Cir. 1972), where a conviction predicated on a union official’s “intent to be influenced” was sustained. But see United States v. Boylan, 620 F.2d 359, 362 (2d Cir. 1980), where the court held that Section 186 does not require that the taker of prohibited payments have an “intent to be influenced.”



A.Bribery of Employees and Anti-Union Committees of Employees



29 U.S.C. 186(a)(3), (b)(1), and (d)(2)



1. PAYOR: see element #1 above.



2. TRANSACTION: the payor paid, lent, delivered, or agreed to pay, lend or deliver, money or other thing of value in excess of an employee’s normal compensation to the recipient;



OR ALTERNATIVELY,



ANY PERSON requested, demanded, received, accepted, or agreed to receive or accept, a payment, loan, or delivery of money or other thing of value in excess of an employee’s normal compensation to the recipient.



3.RECIPIENT: the actual or intended recipient was an employee or group or committee of employees of the employer on whose behalf payment is made (other than payments to employees who act openly for the employer in matters of labor relations or personnel administration described in 29 U.S.C. Sec. 186(c)(1));



4. JURISDICTION: the employee(s) of the employer were employed in an industry affecting interstate or foreign commerce;



5. SCIENTER: a participant (or aider and abettor) of the transaction who is charged as a criminal defendant acted

a. willfully with knowledge of the transaction



[29 U.S.C. Sec. 186(d)(2)], and



a. for the purpose of causing the employee or group or committee of employees directly or indirectly to influence other employees in the exercise of the right to organize and bargain collectively with employers [29 U.S.C. Sec. 186(a)(3)];



OR ALTERNATIVELY,



b. with knowledge that the payor intended to cause the recipient to directly or indirectly to influence other employees in the exercise of the right to organize and bargain collectively with employers. 29 U.S.C. Sec. 186(b)(1) and (d)(2).



B. Excepted Transactions and Defenses



29 U.S.C. 186(c).



The statute excepts participants in 9 categories of transactions from liability under 29 U.S.C. Sec. 186(a) and (b). Therefore, in any criminal prosecution, the government has the burden of rebutting, by proof beyond a reasonable doubt, any evidence of the following excepted transactions:



1. Payment or receipt of compensation for, or by reason of, service as an employee of the employer on whose behalf the payment is made pursuant to 29 U.S.C. Sec. 186(c)(1);[FN14]



FN14. See United States v. Burge, 990 F.2d 244 (6th Cir. 1992) (receipt of sham consulting fees which were not bona fide compensation for services rendered to the paying employer).



2. Payments in satisfaction of court judgments, arbitration awards, and in settlement of litigation in the absence of fraud or duress described in 29 U.S.C. Sec. 186(c)(2);



3. Delivery of things of value with respect to the sale or purchase of an article or commodity at the prevailing market price in the regular course of business described in 29 U.S.C. Sec. 186(c)(3);[FN15]



FN15. United States v. Carlock, 806 F.2d 535 (5th Cir. 1986) (rental payments for non-operative equipment).



4. Employer payment of union membership dues or equivalent fees which have been deducted from each employee’s wages pursuant to a written authorization called a “checkoff” at 29 U.S.C. Sec. 186(c)(4);[FN16]



FN16. United States v. Papia, supra (bogus dues payments to avoid payment of union scale wages and benefits).



5. Employer transmittal of contributions on behalf of employees, including employees’ contributions on their own behalf, to an employee pension or welfare benefit trust established in accordance with the provisions of 29 U.S.C. Sec. 186(c)(5)– (c)(8). Such trusts must be jointly administered by equal (voting) numbers of representatives of employees and employers. The detailed basis for contributions to the trust must be specified in writing.



Benefits may be used for employees, their families and dependents, but only for purposes specified in the statute such as retirement, health benefits, etc. Pension and welfare benefit plans which are established both by employers and organizations representing employees are also regulated by the Employee Retirement Income Security Act (ERISA). 29 U.S.C. Sec. 1002(1) and (2) and 1003(3).



6. Employer contributions to labor-management cooperation committees established for purposes allowed by the Labor-Management Cooperation Act. 29 U.S.C. Sec. 186(c)(9) and 29 U.S.C. Sec. 175a.

Source: Labor-Management Relations Act. U.S. Code. 29, §§ 141 et seq.

1948—Article I of GATT Treaty

PREFACE



The General Agreement on Tariffs and Trade came into force on 1 January 1948. This booklet contains the complete text of the General Agreement together with all amendments which have become effective since its entry into force. The text is identical to that published, since 1969, as Volume IV in the series Basic Instruments and Selected Documents. A guide to the legal sources of the provisions of the Agreement is provided in an appendix. An Analytical Index, containing notes on the drafting, interpretation and application of the articles of the Agreement has been prepared and published by the secretariat. A second publication, complementary to this one, contains the text of the agreements reached as a result of the Tokyo Round of Multilateral Trade Negotiations (1973-1979).



The General Agreement is applied “provisionally” by all contracting parties. The original contracting parties, and also those former territories of Belgium, France, the Netherlands and the United Kingdom which, after attaining independence, acceded to the General Agreement under Article XXVI:5(c), apply the GATT under the Protocol of Provisional Application, the text of which is reproduced in this volume. Chile applies the General Agreement under a Special Protocol of September 1948. The contracting parties which have acceded since 1948 apply the General Agreement under their respective Protocols of Accession. For the convenience of the reader, asterisks mark the portions of the text which should be read in conjunction with notes and supplementary provisions in Annex I to the Agreement. In accordance with Article XXXIV, Annexes A to I are an integral part of the Agreement. The Schedules of tariff concessions annexed to the General Agreement (not here reproduced) are also, in accordance with Article II:7, an integral part of the Agreement.



By the Decision of 23 March 1965, the CONTRACTING PARTIES changed the title of the head of the GATT secretariat from “Executive Secretary” to “Director-General”. However, in the absence of an amendment to the General Agreement to take account of this change, the title “Executive Secretary” has been retained in the text of Articles XVIII:12(e), XXIII:2 and XXVI:4, 5 and 6. The Decision of 23 March 1965 provides that the duties and powers conferred upon the Executive Secretary by the General Agreement “shall be exercised by the person holding the position of Director-General, who shall, for this purpose, also hold the position of Executive Secretary”.



General Most-Favoured-Nation Treatment



1. With respect to customs duties and charges of any kind imposed on or in connection with importation or exportation or imposed on the international transfer of payments for imports or exports, and with respect to the method of levying such duties and charges, and with respect to all rules and formalities in connection with importation and exportation, and with respect to all matters referred to in paragraphs 2 and 4 of Article III,* any advantage, favour, privilege or immunity granted by any contracting party to any product originating in or destined for any other country shall be accorded immediately and unconditionally to the like product originating in or destined for the territories of all other contracting parties.



2. The provisions of paragraph 1 of this Article shall not require the elimination of any preferences in respect of import duties or charges which do not exceed the levels provided for in paragraph 4 of this Article and which fall within the following descriptions: (a) Preferences in force exclusively between two or more of the territories listed in Annex A, subject to the conditions set forth therein;



(b) Preferences in force exclusively between two or more territories which on July 1, 1939, were connected by common sovereignty or relations of protection or suzerainty and which are listed in Annexes B, C and D, subject to the conditions set forth therein;



(c) Preferences in force exclusively between the United States of America and the Republic of Cuba;



(d) Preferences in force exclusively between neighbouring countries listed in Annexes E and F.



3. The provisions of paragraph 1 shall not apply to preferences between the countries formerly a part of the Ottoman Empire and detached from it on July 24, l923, provided such preferences are approved under paragraph 5† of Article XXV, which shall be applied in this respect in the light of paragraph 1 of Article XXIX.
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ARTICLES I AND II 3



4. The margin of preference* on any product in respect of which a preference is permitted under paragraph 2 of this Article but is not specifically set forth as a maximum margin of preference in the appropriate Schedule annexed to this Agreement shall not exceed:



(a) in respect of duties or charges on any product described in such Schedule, the difference between the most-favoured-nation and preferential rates provided for therein; if no preferential rate is provided for, the preferential rate shall for the purposes of this paragraph be taken to be that in force on April 10, l947, and, if no most-favoured-nation rate is provided for, the margin shall not exceed the difference between the most-favoured-nation and preferential rates existing on April 10, 1947;



(b) in respect of duties or charges on any product not described in the appropriate Schedule, the difference between the mostfavoured-nation and preferential rates existing on April 10, 1947. In the case of the contracting parties named in Annex G, the date of April 10, 1947, referred to in sub-paragraph (a) and (b) of this paragraph shall be replaced by the respective dates set forth in that Annex.



Article II



Schedules of Concessions



1. (a) Each contracting party shall accord to the commerce of the other contracting parties treatment no less favourable than that provided for in the appropriate Part of the appropriate Schedule annexed to this Agreement.



(b) The products described in Part I of the Schedule relating to any contracting party, which are the products of territories of other contracting parties, shall, on their importation into the territory to which the Schedule relates, and subject to the terms, conditions or qualifications set forth in that Schedule, be exempt from ordinary customs duties in excess of those set forth and provided therein. Such products shall also be exempt from all other duties or charges of any kind imposed on or in connection with the importation in excess of those imposed on the date of this Agreement or those directly and mandatorily required to be imposed thereafter by legislation in force in the importing territory on that date.



(c) The products described in Part II of the Schedule relating to any contracting party which are the products of territories entitled under Article I to receive preferential treatment upon importation into the territory to which the Schedule relates shall, on their importation into such territory, and subject to 4 ARTICLE II the terms, conditions or qualifications set forth in that Schedule, be exempt from ordinary customs duties in excess of those set forth and provided for in Part II of that Schedule. Such products shall also be exempt from all other duties or charges of any kind imposed on or in connection with importation in excess of those imposed on the date of this Agreement or those directly or mandatorily required to be imposed thereafter by legislation in force in the importing territory on that date. Nothing in this Article shall prevent any contracting party from maintaining its requirements existing on the date of this Agreement as to the eligibility of goods for entry at preferential rates of duty.



2. Nothing in this Article shall prevent any contracting party from imposing at any time on the importation of any product:



(a) a charge equivalent to an internal tax imposed consistently with the provisions of paragraph 2 of Article III* in respect of the like domestic product or in respect of an article from which the imported product has been manufactured or produced in whole or in part;



(b) any anti-dumping or countervailing duty applied consistently with the provisions of Article VI;*



(c) fees or other charges commensurate with the cost of services rendered.



3. No contracting party shall alter its method of determining dutiable value or of converting currencies so as to impair the value of any of the concessions provided for in the appropriate Schedule annexed to this Agreement.



4. If any contracting party establishes, maintains or authorizes, formally or in effect, a monopoly of the importation of any product described in the appropriate Schedule annexed to this Agreement, such monopoly shall not, except as provided for in that Schedule or as otherwise agreed between the parties which initially negotiated the concession, operate so as to afford protection on the average in excess of the amount of protection provided for in that Schedule. The provisions of this paragraph shall not limit the use by contracting parties of any form of assistance to domestic producers permitted by other provisions of this Agreement.*



5. If any contracting party considers that a product is not receiving from another contracting party the treatment which the first contracting party believes to have been contemplated by a concession provided for in the appropriate Schedule annexed to this Agreement, it shall bring the matter directly to the attention of the other contracting party. If the latter agrees that the treatment contemplated was that claimed by the first contracting party, but declares that such treatment cannot be accorded because a court or other proper authority has ARTICLE II 5 ruled to the effect that the product involved cannot be classified under the tariff laws of such contracting party so as to permit the treatment contemplated in this Agreement, the two contracting parties, together with any other contracting parties substantially interested, shall enter promptly into further negotiations with a view to a compensatory adjustment of the matter.



6. (a) The specific duties and charges included in the Schedules relating to contracting parties members of the International Monetary Fund, and margins of preference in specific duties and charges maintained by such contracting parties, are expressed in the appropriate currency at the par value accepted or provisionally recognized by the Fund at the date of this Agreement. Accordingly, in case this par value is reduced consistently with the Articles of Agreement of the International Monetary Fund by more than twenty per centum, such specific duties and charges and margins of preference may be adjusted to take account of such reduction; provided that the CONTRACTING PARTIES (i.e., the contracting parties acting jointly as provided for in Article XXV) concur that such adjustments will not impair the value of the concessions provided for in the appropriate Schedule or elsewhere in this Agreement, due account being taken of all factors which may influence the need for, or urgency of, such adjustments.



(b) Similar provisions shall apply to any contracting party not a member of the Fund, as from the date on which such contracting party becomes a member of the Fund or enters into a special exchange agreement in pursuance of Article XV.



7. The Schedules annexed to this Agreement are hereby made an integral part of Part I of this Agreement.



PART II



Article III*



National Treatment on Internal Taxation and Regulation



1. The contracting parties recognize that internal taxes and other internal charges, and laws, regulations and requirements affecting the internal sale, offering for sale, purchase, transportation, distribution or use of products, and internal quantitative regulations requiring the mixture, processing or use of products in specified amounts or proportions, should not be applied to imported or domestic products so as to afford protection to domestic production.*



2. The products of the territory of any contracting party imported into the territory of any other contracting party shall not be subject, directly or indirectly, to internal taxes or other internal charges of any kind in excess of those applied, directly or indirectly, to like domestic products. Moreover, no contracting party shall otherwise apply internal taxes or other internal charges to imported or domestic products in a manner contrary to the principles set forth in paragraph 1.*



3. With respect to any existing internal tax which is inconsistent with the provisions of paragraph 2, but which is specifically authorized under a trade agreement, in force on April 10, l947, in which the import duty on the taxed product is bound against increase, the contracting party imposing the tax shall be free to postpone the application of the provisions of paragraph 2 to such tax until such time as it can obtain release from the obligations of such trade agreement in order to permit the increase of such duty to the extent necessary to compensate for the elimination of the protective element of the tax.



4. The products of the territory of any contracting party imported into the territory of any other contracting party shall be accorded treatment no less favourable than that accorded to like products of national origin in respect of all laws, regulations and requirements affecting their internal sale, offering for sale, purchase, transportation, distribution or use. The provisions of this paragraph shall not prevent the application of differential internal transportation charges which are based exclusively on the economic operation of the means of transport and not on the nationality of the product.
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ARTICLE III 7



5. No contracting party shall establish or maintain any internal quantitative regulation relating to the mixture, processing or use of products in specified amounts or proportions which requires, directly or indirectly, that any specified amount or proportion of any product which is the subject of the regulation must be supplied from domestic sources. Moreover, no contracting party shall otherwise apply internal quantitative regulations in a manner contrary to the principles set forth in paragraph 1.*



6. The provisions of paragraph 5 shall not apply to any internal quantitative regulation in force in the territory of any contracting party on July 1, 1939, April 10, 1947, or March 24, l948, at the option of that contracting party; Provided that any such regulation which is contrary to the provisions of paragraph 5 shall not be modified to the detriment of imports and shall be treated as a customs duty for the purpose of negotiation.



7. No internal quantitative regulation relating to the mixture, processing or use of products in specified amounts or proportions shall be applied in such a manner as to allocate any such amount or proportion among external sources of supply.



8. (a) The provisions of this Article shall not apply to laws, regulations or requirements governing the procurement by governmental agencies of products purchased for governmental purposes and not with a view to commercial resale or with a view to use in the production of goods for commercial sale.

(b) The provisions of this Article shall not prevent the payment of subsidies exclusively to domestic producers, including payments to domestic producers derived from the proceeds of internal taxes or charges applied consistently with the provisions of this Article and subsidies effected through governmental purchases of domestic products.



9. The contracting parties recognize that internal maximum price control measures, even though conforming to the other provisions of this Article, can have effects prejudicial to the interests of contracting parties supplying imported products. Accordingly, contracting parties applying such measures shall take account of the interests of exporting contracting parties with a view to avoiding to the fullest practicable extent such prejudicial effects.



Source: “General Agreement on Tariffs and Trade.” October 30, 1947. Treaties and Other International Acts Series, No. 1700.

1971—Nixon’s Address to the Nation Announcing Price Control Measures

Address to the Nation Announcing Price Control Measures.



June 13, 1973



Good evening:



I want to talk to you tonight about some strong actions that I have ordered today with regard to the American economy—actions which will be important to you in terms of the wages you earn and the prices you pay.

But first, since we have been hearing so much about what is wrong with our economy over the past few months, let us look at some of the things that are right about the American economy.

We can be proud that the American economy is by far the freest, the strongest, and the most productive economy in the world. It gives us the highest standard of living in the world. We are in the middle of one of the biggest, strongest booms in our history. More Americans have jobs today than ever before. The average worker is earning more today than ever before. Your income buys more today than ever before.

In August 1971, I announced the New Economic Policy. Since then, the Nation’s output has increased by a phenomenal 20 percent—a more rapid growth than in any comparable period in the last 21 years. Four and a half million new civilian jobs have been created—and that is more than in any comparable period in our whole history. At the same time, real per capita disposable income—that means what you have left to spend after taxes and after inflation—has risen by 75 percent in that period. This means that in terms of what your money will actually buy, in the past year and a half your annual income has increased by the equivalent of 4-weeks’ pay.

Now, when we consider these facts, we can see that in terms of jobs, of income, of growth, we are enjoying one of the best periods in our history.

We have every reason to be optimistic about the future.

But there is one great problem that rightly concerns every one of us, and that is, as you know, rising prices, and especially rising food prices. By the end of last year, we had brought the rate of inflation in the United States down to 3.4 percent. That gave us the best record in 1972 of any industrial country in the world. But now prices are going up at unacceptably high rates.

The greatest part of this increase is due to rising food prices. This has been caused in large measure by increased demand at home and abroad, by crop failures abroad, and as many people in various areas of the country know, by some of the worst weather for crops and livestock that we have ever experienced. But whatever the reasons, every American family is confronted with a real and pressing problem of higher prices. And I have decided that the time has come to take strong and effective action to deal with that problem.

Effective immediately, therefore, I am ordering a freeze on prices.1 This freeze will hold prices at levels no higher than those charged during the first 8 days of June. It will cover all prices paid by consumers. The only prices not covered will be those of unprocessed agricultural products at the farm levels, and rents.

Wages, interest, and dividends will remain under their present control systems during the freeze. Now, the reason I decided not to freeze wages is that the wage settlements reached under the rules of phase III have not been a significant cause of the increase in prices. And as long as wage settlements continue to be responsible and noninflationary, a wage freeze will not be imposed.

The freeze will last for a maximum of 60 days. This time will be used to develop and put into place a new and more effective system of controls which will follow the freeze. This new Phase IV [set] of controls will be designed to contain the forces that have sent prices so rapidly upward in the past few months. It will involve tighter standards and more mandatory compliance procedures than under Phase III. It will recognize the need for wages and prices to be. treated consistently with one another.

In addition to food prices, I have received reports from various parts of the country of many instances of sharp increases in the price of gasoline. And therefore, I have specifically directed the Cost of Living Council to develop new Phase IV measures that will stabilize both the prices at the retail level of food and the price of gasoline at your service station.

In announcing these actions, there is one point I want to emphasize to every one of you listening’ tonight. The Phase IV that follows the freeze will not be designed to get us permanently into a controlled economy. On the contrary, it will be designed as a better way to get us out of a controlled economy, to return as quickly as possible to the free market system.

We are not going to put the American economy into a straitjacket. We are not going to control the boom in a way that would lead to a bust. We are not going to follow the advice of those who have proposed actions that would lead inevitably to a permanent system of price and wage controls, and also rationing.

Such actions would bring good headlines tomorrow, and bad headaches 6 months from now for every American family in terms of rationing, black markets, and eventually a recession that would mean more unemployment.

It is your prosperity that is at stake. It is your job that is at stake.

The actions I have directed today are designed to deal with the rise in the cost of living without jeopardizing your prosperity or your job.

Because the key to curbing food prices lies in increasing supplies, I am not freezing the price of unprocessed agricultural products at the farm level. This would reduce supplies instead of increasing them. It would eventually result in even higher prices for the foods you buy at the supermarket.

Beginning in 1972, we embarked on a comprehensive new program for increasing food supplies. Among many other measures, this has included opening up 40 million more acres for crop production. In the months ahead, as these new crops are harvested, they will help hold prices down. But unfortunately, this is not yet helping in terms of the prices you pay at the supermarket today, or the prices you will be paying tomorrow.

One of the major reasons for the rise in food prices at home is that there is now an unprecedented demand abroad for the products of America’s farms. Over the long run, increased food exports will be a vital factor in raising farm income, in improving our balance of payments, in supporting America’s position of leadership in the world. In the short term, how- ever, when we have shortages and sharply rising prices of food here at home, I have made this basic decision: In allocating the products of America’s farms between markets abroad and those in the United States, we must put the American consumer first.

Therefore, I have decided that a new system for export controls on food products is needed—a system designed to hold the price of animal feedstuffs and other grains in the American market to levels that will make it possible to produce meat and eggs and milk at prices you can afford.

I shall ask the Congress, on an urgent basis, to give me the new and more flexible authority needed to impose such a system. In exercising such authority, this will be my policy: We will keep the export commitments we have made as a nation. We shall also consult with other countries to seek their cooperation in resolving the worldwide problem of rising food prices. But we will not let foreign sales price meat and eggs off the American table.

I have also taken another action today to stop the rise in the cost of living. I have ordered the Internal Revenue Service to begin immediately a thoroughgoing audit of the books of companies which have raised their prices more than 1 1/2 percent above the January ceiling.

The purpose of the audit will be to find out whether these increases were justified by rising costs. If they were not, the prices will be rolled back.

The battle against inflation is everybody’s business. I have told you what the Administration will do. There is also a vital role for the Congress, as I explained to the Congressional leaders just a few moments ago.

The most important single thing the Congress can do in holding down the cost of living is to hold down the cost of government. For my part, I shall continue to veto spending bills that we cannot afford, no matter how noble-sounding their names may be. If these budget-busters become law, the money would come out of your pocke—in higher prices, higher taxes, or both.

There are several specific recommendations I have already made to the Congress that will be important in holding down prices in the future. I again urge quick action on all of these proposals.

Congress should give the President authority to reduce tariffs in selected cases in order to increase supplies of scarce goods and thereby hold down their prices. This action will help on such scarce items as meat, plywood, and zinc. And in particular, the tariff we now have on imported meat should be removed.

Congress should provide authority to dispose of more surplus commodities now held in Government stockpiles.

Congress should let us go ahead quickly with the Alaska pipeline so that we can combat the shortage of oil and gasoline we otherwise will have. I will also soon send to the Congress a major new set of proposals on energy, spelling out new actions I believe are necessary to help us meet our energy needs and thereby lessen pressures on fuel prices.

In its consideration of new farm legislation, it is vital that the Congress put high production ahead of high prices, so that farm prosperity will not be at the cost of higher prices for the consumer. If the Congress sends me a farm bill or any other bill that I consider inflationary, I shall veto that bill.

Beyond what the Administration can do, beyond what the Congress can do, there is a great deal you can do. The next 60 days can decide the question of whether we shall have a continuing inflation that leads to a recession or whether we deal responsibly with our present problems and so go forward with a vigorous prosperity and a swift return to a free market.

You can help, by giving your Senators and Congressmen your support when they make the difficult decisions to hold back on unnecessary Government spending.

You can help, by saying no to those who would impose a permanent system of controls on this great, productive economy of ours which is the wonder of the world.

Let there be no mistake: If our economy is to remain dynamic, we must never slip into the temptation of imagining that in the long run, controls can substitute for a free economy or permit us to escape the need for discipline in fiscal and monetary policy. We must not let controls become a narcotic; we must not become addicted.

There are all sorts of seemingly simple gimmicks that would give the appearance or offer the promise of controlling inflation, but that would carry a dangerous risk of bringing on a recession, and that would not be effective in controlling inflation. Rigid, permanent controls always look better on paper than they do in practice.

We must never go down that road, which would lead us to economic disaster.

We have a great deal to be thankful for as Americans tonight. We are the best-clothed, best-fed, best-housed people in the world; we are the envy of every nation in that respect. This year, for the first time in 12 years, we are at peace in Vietnam—and our courageous prisoners of war have returned to their homes. This year, for the first time in a generation, no American is being drafted into the Armed Forces. This year, we find our prospects brighter than at any time in the modern era for a lasting peace and for the abundant prosperity such a peace can make possible.

Next Monday, I will meet at the summit here in Washington with General Secretary Brezhnev of the Soviet Union. Based on the months of preparatory work that has been done for this meeting, and based on the extensive consultation and correspondence we have had, much of it quite recently, I can confidently predict tonight that out of our meetings will come major new progress toward reducing both the burden of arms and the danger of war and toward a better and more rewarding relationship between the world’s two most powerful nations.

Today, in America, we have a magnificent opportunity. We hold the future-our future—in our hands. By standing together, by working together, by joining in bold yet sensible policies to meet our temporary problems without sacrificing our lasting strengths, we can achieve what America has not had since President Eisenhower was in this office: full prosperity without war and without inflation.

This is a great goal, and working together, we can and we will achieve that goal.



Source: Richard Nixon: “Address to the Nation Announcing Price Control Measures,” June 13, 1973. Online by Gerhard Peters and John T. Woolley, The American Presidency Project. http://www.presidency.ucsb.edu/ws/?pid=3868.

1993—NAFTA Partial Text

Article 101: Establishment of the Free Trade Area

The Parties to this Agreement, consistent with Article XXIV of the General Agreement on Tariffs and Trade, hereby establish a free trade area.



Article 102: Objectives

1. The objectives of this Agreement, as elaborated more specifically through its principles and rules, including national treatment, most-favored-nation treatment and transparency, are to:



a) eliminate barriers to trade in, and facilitate the cross-border movement of, goods and services between the territories of the Parties;



b) promote conditions of fair competition in the free trade area;



c) increase substantially investment opportunities in the territories of the Parties;



d) provide adequate and effective protection and enforcement of intellectual property rights in each Party’s territory;



e) create effective procedures for the implementation and application of this Agreement, for its joint administration and for the resolution of disputes; and



f) establish a framework for further trilateral, regional and multilateral cooperation to expand and enhance the benefits of this Agreement.



2. The Parties shall interpret and apply the provisions of this Agreement in the light of its objectives set out in paragraph 1 and in accordance with applicable rules of international law.

Source: North American Free Trade Agreement Implementation Act. Public Law 103-182, U.S. Statutes at Large 107 (1993): 2057.


†The authentic text erroneously reads “sub-paragraph 5 (a)”.

1By Executive Order 11723 of June 13, 1973.
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